very smallest, the fight on blight and rehabilitat 
century s most important domestic undertaking 
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OF A SERIES OF ADVERTISEMENTS DEPICTING THE BEAUTY OF OUR FLORIDA COMMUNITIES 


Idyllic Central Florida Scene. 
A placid pool and spring at Ponce de Leon Springs, DeLand. 


Photo courtesy Deland and West Volusia Boord 
of Realtors and Florida State News Bureau. 


Operating only in Florida, Lawyers’ Title Guaranty 
The Florida lawyers’ organization : “ ‘ 


jor guaranteeing titles to real estate. Fund is the /awyer owned and managed title under- 
writer through which Florida /awyers can supply 


ir closing services and title protection to their clients. 
Title Guaranty 
Fund 


Lawyers’ 
Title Guaranty Fund 


Qualified with and supervised by the (The Fund) 


Insurance Commissioner of Florida. 


P. O. Box 2671 Office at 22 E. Gore Ave. Orlando, Florida 





WHAT'S MISSING ? 


The name of the company that issues it. And without that name, it’s as worth 
less as an unsigned check. When your company chooses a title service, check 
that company’s experience, its facilities, its management, its record, its reputa 
tion. Only in this way can you determine the real worth of the services you get 
for a title policy is only as reliable as the title company that stands behind it 


NOTE: a check of Title Insurance and Trust Company will show that it T tl | d T t C p y 
is California's longest-established title company « has the best title e nsurance ani rus om all 
searching facilities—including America's largest staff of title experts 433 SOUTH SPRING STREET * LOS ANGELES 54 
and an up-to-date set of land records « is run by a sound, conservative MAdison 6-2411 

management ¢ has capital, surpluses, and reserves of over $78 million. Offering complete statewide title service with just one /oca/ ca// 
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_. your 
rita T-1-C 
man 
doesn't 
sit 
here! 












% No chair bourne executive... your T-|-C representative is always on the go... 
always there just when you want him, ready to assist in every possible way. & He’s a 
professional... an expert on Title Insurance. & His knowledge of local real estate 
values, financing procedures, laws, conditions and customs...can be of great value to 
you. % When you call your T-I-C man...he moves quickly to give you good service 
and he will go ‘to any length” to cover every detail thoroughly. & Why not add this 
title expert to your staff now? 


TITLE INSURANCE CORPORATION OF ST.LOUIS - 810 cuestwur st.- st.couis 1, mo.- Main 1-0813 





T-1-C REPRESENTATIVES SERVE KEY CITIES IN 13 STATES: ALABAMA - ARKANSAS + FLORIDA - GEORGIA - ILLINOIS (some counties) - INDIANA 
KANSAS - LOUISIANA: MISSISSIPPI - MISSOURI - NEBRASKA+ OKLAHOMA: W. VIRGINIA: T-1-C 1S A SUBSIDIARY OF CHICAGO TITLE & TRUST CO. 





Satisfaction... 


is the 
xtra Ingredient” 


in our service 
to Mortgage 


Investors 


A quarter century of meticulous adherence 
to exacting standards has brought us the reward 
of your confidence — and an ever growing 
roster of customers among America’s outstanding 
Mortgage Bankers in 38 states, District of 
Columbia, Puerto Rico, and Virgin Islands— 


66 







May we offer you, too—the benefits 
of ATICO’S “Extra Ingredient’”’ 


y 


MeCUCAN 


TITLE 


NSURANCE OMPANY 


Capital, Surplus and Title Reserves 
in excess of $6,000,000.00 





LICENSED TO WRITE TITLE INSURANCE IN Alabama, Arizona, Arkansas, Colorado, Connecticut, Delaware, Florida, Georgia, Hawaii, Illinois, Indiana, Kansas, Kentucky, 
Louisiana, Maryland, Michigan, Minnesota, Mississippi, Missouri, Montana, Nebraska, Nevada, New York, New Jersey, New Mexico, No. Carolina, No. Dakota, 
Ohio, Oklahoma, So.Carolina, So. Dakota, Tennessee, Texas, Utah, Virginia, West Virginia, Wisconsin, Wyoming, District of Columbia, Puerto Rico and Virgin Islands. 
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MBA CALENDAR 1962 


January 17-19, Senior Executives 
Conference, New York University, 
New York 

January 21-23, Senior Executives 
Conference, Southern Methodist Uni- 
versity, Dallas 

February 17, Insurance Training 
Seminar, Chase and Park Plaza Ho- 
tels, St. Louis 

February 19-20, Midwestern Mort- 
gage Conference, Chase and Park 
Plaza Hotels, St. Louis 

March 19-20, Loan Administration 
Clinic, The Chalfonte and Haddon 
Hall Hotels, Atlantic City 

May 14-15, Loan Administration 
Clinic, Arlington Hotel, Hot Springs, 
Arkansas 

May 21-22, Eastern Mortgage Con- 
ference, The Waldorf-Astoria Hotel, 
New York 

June 17-23, School of Mortgage 
Banking, Course I, Northwestern Uni- 
versity, Chicago 

June 24-30, School of Mortgage 
Banking, Course II, Northwestern 
University, Chicago 

July 1-6, School of Mortgage Bank- 
ing, Course III, Northwestern Uni- 
versity, Chicago 

July 19-21, Western Mortgage Con- 
ference, Olympic Hotel, Seattle 

July 22-28, School of Mortgage 
Banking, Course I, Stanford Univer- 
sity, Stanford, California 

July 29-August 4, School of Mort- 
gage Banking, Course II, Stanford 
University, Stanford, California 

October 1-4, 49th Annual Conven- 
tion, Conrad Hilton Hotel, Chicago 


SO THEY SAID 
“One of the prices of urban re- 
newal,” said HHFA Administrator 
Robert C. Weaver, “is open occu- 
pancy. And with 70 per cent of U. S. 
population now urban, an office of 
housing and urban affairs is needed 
we must have such action and 

we will get such action.” 


“The future of the entire housing 
industry,” said U. S. Senator Jacob 
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K. Javits of New York, “and there- 
fore of housing in the United States 

is clearly prefabrication, which can 
reduce the cost to the consumer while 
maintaining quality standards. 

One of the most striking examples 
of freedom in action is housing. It is 
an area in which we lead the Soviet 
Communists far and away. Their 
worst advertising, refuting all their 
claims of being a people’s paradise, is 
their abominable housing—even after 
40 years. . . . The fact that we have 


built close to 20 million new housing 
units since 1945 and that U. S. hous- 
ing is 62 per cent owned by its occu- 
pants are critically important ‘cold 
war’ statistics.” 


“All factors,” said Ira T. Ellis, Du 
Pont economist, “point to 1962 being 
the best business year this country 
ever had. We do not expect any 
major decline in the level of business 
activity over the next several years.” 
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There are 1000 legal items on this roll of Security Title micro- 
film—events which could affect your next real estate trans- 
action. Recorded around the clock, they are instantly available 
to your Security Title Officer. This modern method is matched 
with a 100-year old tradition of personal interest and follow 
through. Security Title’s Personal Approach is your assurance 
of the finest service in all 30 counties where we write policies. 


SECURITY TYrriuEe 


INSURANCE CO MPANY 
Home Office: 3444 Wilshire Boulevard, Los Angeles 5, California « DUnkirk 1-3111 
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N financial circles money is defined by various descrip- 

a tive adjectives. There is tight money, sound money, 

easy money, dead money—and so on. But money in orbit— 

funds profitably invested and safely protected is the 
banker’s prime monetary concern. 

When this investment takes the form of real 

estate financing, ‘‘safely protected” is likely to include the 


security provided by a TG title insurance policy. 


THE TITLE GUARANTEE 
He company 


CHARTERED IN NEW YORK STATE IN 1883 
HEAD OFFICE... 176 BROADWAY, NEW YORK 38, N. Y., WOrth 4-1000 


Title Insurance throughout the states of New York, New Jersey, Connecticut, 
Massachusetts, Maine, New Hampshire, Vermont, Georgia 
and other states through qualified insurers 
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ax Treatment of Service Fees 
under the Level Payment Plan 


N APRIL 28, 
QO Court held* 
company servicing mortgages for the 
Bowery Bank 
called payment 


clude in 


1961, the Tax 


that a mortgage 
Savings under the so- 
level plan must in- 


income the fees earned at 
the so-called “basic rate,” despite the 
fact that its service contract provided 
only the lower level 


That 
appeal to the United States Court of 


for payment ol 


payment rates case 1s now on 


Appeals for the Sixth Circuit 


Because of what appear to be some 


basic misconceptions on the part of 
the Tax Court as to the legal rights 
*Case of Guarantee Title & Tru Com- 
pany i Commissioner Tr. Memo 
1961-122 


‘LAND TITLE 


SERVICE 
COVERS 


OHIO 





1275 ONTARIO STREET 
AKRON + ALLIANCE + ASHLAND + 











8 THE MORTGAGE BANKER + December 1961 







BOWLING GREEN 
JEFFERSON + LANCASTER + LIMA + LISBON + MARIETTA + MASSILLON + MEDINA - 


Fifth in a series of articles on tax matters with 


special significance for mortgage bankers—this one 


on level payment plan of determining servicing fees. 


and liabilities of the parties to a level 
payment service contract, as such con- 


tracts are understood generally, this 
article will be directed to an analysis 
of such a contract, insofar as is perti- 
nent to the income tax issues. 
Generally speaking, the customary 
arrangement between the institutional 
investor and the 


is this: A 
first 


mortgage company 


mortgage servicing agree- 
between 


that 


ment is entered into 


which it is agreed 


banker 


them undet 


will service 


the mortgage 
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By H. CECIL KILPATRICK 


for the investor all 


quired by the 


mortgages ac- 
from the 
mortgage company for monthly fees 


investor 


representing a stated percentage of 
the then principal balances of the 
The per- 
centage applicable to each mortgage, 


mortgages serviced, exact 
or group of mortgages, is agreed upon 
at the time of sale to the investor and 
incorporated in the commitment letter 
investor to the 
Unde1 this 


mortgage 


from the mortgage 


company arrangement, 


where the provides for 


perience in Ohio Titles 









Ls 

rat N 
LAND Anvee) 
GUARANTEE 
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amortization over a long period, the 
result is that reduction in principal 
balances reduces proportionately the 
service fees. Since the mortgage com- 
pany’s servicing expense remains fairly 
constant, without reference to the 
amount of the principal balances, this 
means that, after a certain point is 
reached, the service fees do not covet 
that expense. A few of the large in- 
stitutional investors some years ago 
became concerned about the adequacy 
of servicing during the latter period. 
Some mortgage companies also be- 
came concerned by this method of 
payment, since it distorts their annual 
income picture, in that, during the 
early years of the life of a loan, they 
are actually receiving annually excess, 
or prepaid, income to compensate for 
the lower income to be received in the 
later years, with the expense of servic- 
ing remaining constant. 

To meet these problems, the “level 
payment” arrangement was devised. 
This plan was to make the amount of 
servicing fees uniform over the life 
of the loan, to the extent possible, 
without affecting the amount of the 
aggregate payments to be received for 
such period, assuming the contract be- 
tween the investor and the contractor 
remained in force throughout the life 
of the loan. Under the pre-existing 
method, for example, the annual serv- 
ice fees over the 25-year term of a 
t/ per cent, $10,000 mortgage, with 
a Yq per cent servicing fee, would 
amount to $49.50 for the first year 
and would steadily decline to $1.80 in 
the 25th year, the total for the 25 
years being $741.54. Under the level 
payment plan, the mortgage company 
would receive $29.66 per year, and 
over the 25-year period would receive 
the same total amount. 

Under the typical level payment 
plan, such as that involved in the Tax 
Court case, a servicing agreement is 
entered into which provides that the 
mortgage company (called the con- 
tractor) will service all mortgages pur- 
chased by the investor, under the de- 
tailed terms of the contract, which 
include: 


>» A description of the contrac- 
tor’s servicing duties, procedure for 
handling and remitting to the inves- 
tor funds collected from mortgagors, 
and reports to be made by the con- 
tractor; 


> Detailed provisions as to the 


contractor's compensation and the 
method of its payment; 

> Adjustments to be made in 
such compensation in the event of 
termination of the service contract, 
or of prepayment in full of a mort- 
gage; or foreclosure, or default by a 
mortgagor, or assignment of a mort- 
gage by the investor; 

> A delineation of events consti- 
tuting cause for termination of the 
agreement by the investor; and 
>» A provision that the contract 


continue (unless sooner terminated 
by the investor or by mutual agree- 
ment) until payment in full of the 
principal and interest of all mort- 
gages serviced under it, or until 
foreclosure, or until the mortgaged 
property should be taken over by 
the investor. 

It is important to note that these 
provisions do not come into operation 
in respect of any mortgage until it is 
actually acquired by the investor from 
the contractor. In practice, such a 
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servicing agreement precedes the ac- UNLIMITED FUNDS AVAILABLE 


tual acquisition of mortgages from the 
contractor. Thereafter, when the con- 
tractor has assembled a group of 
mortgages, these are offered to the in- 
vestor who then sends the contractor | 
a “commitment letter,” in which the 
investor agrees to purchase the prof- 
fered mortgages at a stated price, on 
condition that the contractor service 
them in accordance with the servicing 
agreement at a rate negotiated in con- 
nection with the acquisition. 

The tax controversy revolves around 
the wording of that part of the servic- 
ing agreement which relates to the 





compensation of the contractor. The 


relevant provisions of the servicing Will $10,000 to $1,000,000 more working capital help your business? 
eee ee If your company is well managed, with sound prospects, and if you 
omitting a not has geen to need more working funds to simplify operations or make more 

the case we a sales and loans—Resolute’s funds are available. 

erally as follows: ‘ Large borrowers from coast to coast have endorsed The Resolute 
“3. Compensation of the Contractor Plan for its simplicity and lack of red tape. 
‘(a) Method of Computation, The 

monthly compensation of Contractor HERE ARE SOME ADVANTAGES: 

with respect to each mortgage shall be 1. Provides working capital. 

Computes os aews: 2. Enables clients to do more business and maintain high credit 
For each One Thousand Dollars standing with the banks. 

($1,000) of effective principal amount 3. Enables client to expand business without additional overhead. 


as hereinafter defined) of such mort- 
gage, the Contractor shall receive an 
amount equal to the level payment 
rate set opposite the applicable basic 


4. Enables client to expand operations and earn extra profits far 
in excess of interest costs. 

5. Funds are usually available one to three days after the first 
contact. Once started, the plan functions automatically. There 
is no interference with ownership or management. 


6. The Plan provides funds continuously on a revolving credit 


rate (as hereinafter defined) in the 


following table: 
Level Payment 







Basic Rate Per $1,000 | basis ... or as long as needed, without negotiation for renewal. 
Ped < _ me. tn oy oll 7. There are no preliminary expenses and no long-term fixed 

of 1% 10¢ commitments. 

Vy of 1% 12Ya¢ 8. Cost is minimized because the charge is based only on cash 

% of 1% 1834¢ actually used as the need varies. 

I), or 1% 25¢ | 

% of 1% 31%4¢ INQUIRE TODAY! 

¢ 37 Vag 

aa on ¥ Send for your free booklet on 


“For the purposes of this agreement, 
the applicable basic rate of compen- 


“INSURANCE COMPANY 
sation shall be * * * the basic rate 
specified in the commitment letter be- | 
tween Investor and Contractor pur- | MONEY AVAILABLE 


suant to which such mortgage was ac- 


= AT LOW COST.” 
“(b) Method of payment. Contrac- . 


tor shall submit monthly bills (on 


forms prescribed by Investor) to In- KENNETH H_ FIELD. racasunmer 

vestor for the compensation payable 

pursuant to the foregoing subpara- RESOLUTE INSURANCE COMPANIES 
graph with respect to all mortgages specialists in Consumer Credit 


‘“Effective principal amount” is defined 
as the principal balance of each mortgage 
at the time of commencement of servicing. 


Under the level payment plan, this element RESOLUTE BUILDING, 163 ASYLUM STREET 
of the computation does not change, as it HARTFORD a CONNECTICUT 


would under the declining balance method. 
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being serviced hereunder and Investor 
shall promptly verify and pay the 
same to Contractor. Such compensa- 
tion shall not be deducted by Contrac- 
tor from moneys collected by it. 
“Compensation computed in ac- 
cordance with subparagraphs (a) and 


b) of this Paragraph 3 is hereinafter 


sometimes called ‘level payment com- 
pensation.’ ” 

In short, the servicing agreement 
provides that, if the investor, in the 
commitment letter states a “basic 
rate” of ¥5 of 1 per cent, the servicing 
fees will be 10¢ per $1,000; if % of 
| per cent (the more usual arrange- 
ment), the servicing fees will be 25¢ 
per $1,000 of the effective principal 
amount. 

The contract further provides that, 
in case of its termination by the In- 
vestor for cause, the mortgage com- 
pany shall have no further right to 
compensation, but that if it is other- 
wise terminated or a mortgage is pre- 
paid, the following adjustments are to 
be made: 

(1) If the aggregate level payments 
received by the Contractor from the 
beginning to the date of termination 
exceed the aggregate compensation 
which the contractor “would have re- 
ceived in respect of such mortgage at 
the applicable basic rate of compensa- 
tion on actual principal balances there- 
of, Contractor shall, out of its own 
funds, forthwith pay to the investor 





an amount equal to such excess” ; or 
(2) If the aggregate compensation 


“which Contractor would have re- 
ceived * * * at the applicable basic 
rate * * * exceeds the aggregate level 
payment compensation * * * received,” 
the Investor must pay the Contractor 
“as additional compensation” the 
amount of such excess. 

In short, in the event of these cir- 
cumstances named (other than can- 
cellation for cause), the contractor 
may be entitled to additional compen- 
sation at that time, measured by a 
formula, one element of which is the 
payments the contractor would have 
earned prior to that date if he had 
had a different kind of contract. 

While the Tax Court’s opinion in 
the Guarantee Title G Trust Com- 
pany case does not set forth all these 
facts in detail, we assume that the 
facts were parallel to those in our sup- 
posed or typical case. 

In the Guarantee Title 
mortgage company received level pay- 
ments which were less than it would 
have received if entitled to be paid at 
the “basic compensation rate.” The 
Tax Court held that the excess was 
taxable as accrued income. The Court 
interpreted the contract as meaning 
that the mortgage company had the 
right to compensation at the basic rate 
applicable to each mortgage, which 
right could not be taken away by the 
The Court did not mention 


case, the 


Investor. 








Discount to Yield... 


In the foreseeable future the 
probability is that interest rates 
on FHA and GI's will be be- 
low the market, making the 
discount device omni-present. 

To convert discount prices 
into yield per annum, almost 
everyone uses “Prepayment 
Mortgage Yield Tables”. It 
sells for $2, is publication No. 
35, and we'll be delighted to 
send you a copy on approval. 

But the main purpose of this 


FINANCIAL pPuBLISHING COMPANY 
82 Brookline Avenue, Boston 15, Mass. KENmMore 6-1827 


A BETTER TABLE IS A MORE USEFUL TOOL 


advertisement is to tell you 
that we are working on a much- 
enlarged new edition. It will 
have interest rates up to 8%, 
no less; and will show vields to 
maturity and on supposition of 
prepayment in 5, 8, 10, 12, 15 
and 20 years. It will have the 
same title identified this time 
as Publication No. 135, and sell 
for $5. We hope it will be 
ready by the first of the year. 
Better order now. 
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Crawford Housing Services, Inc. 


...1s evident at Craw- 
ford Housing Serv- 
You’ll find our 
efficient and 
capable in bringing 
together originators 
and investors in either 
of our three offices— 
New York, Boston or 
Washington, D. C. 
Our staff is at your 
service with mortgage 
market contacts and 
investor outlets. We 
also offer convenient 
office space and facil- 
ities when you visit. 


ices. 
staff 


CRAWFORD 
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© SERVICES 
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CRAWFORD CORPORATION 
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A Mortgage Marketing Facility for FHA, 
VA and Conventional Loans Anywhere in 
= Continental United States, Alaska and 
awaii. 
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1707 H STREET NW, WASHINGTON, D. C. 
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or discuss the fact that, in case of 
termination for cause, the contractor 
would have no right to any of the ex- 
cess in question. 

We shall first the 
Court’s reasoning and then re-examine 
the contract documents to appraise 
the validity of that The 
Court's opinion discloses the following 


examine Tax 


reasoning. 


basic approach: 

The contractor used an accrual 
method of accounting. “The commit- 
ment letters’ and the contract of Feb- 
ruary 18, 1954, give to the petitioner 
the absolute right to receive compen- 
sation on every mortgage serviced at 
the basic rate of compensation upon 
completion of the required servicing 
of that mortgage, and no reason ap- 
pears why a taxpayer using an accrual 
method should not accrue that amount 
rather than the monthly amount com- 
puted on the level payment rate and 
actually paid monthly. A taxpayer on 
an accrual method of accounting does 
not report its income on actual pay- 
year but must 


ments received each 


compute its income on compensation 
as it accrues in each year.’” 

To bolster this conclusion, the Court 
mentions and seems to rely on the fol- 
lowing points: 

1. Bookkeeping. The investor had 
an account on its books entitled “Ac- 
Contingent Compen- 
Service Charges,” under the 
contractor’s To this 
each month was credited the monthly 
the pay- 


counts Payable 
sation 


name, account 


difference between actual 

*There was in evidence a copy of a “typi- 
cal commitment letter” but the Court's 
opinion does not give the date of that letter. 

‘This paper relates only to the accrual 
basis mortgage company. However, since 
the typical mortgage company accumulates 
mortgages for sale, Sec. 1471-1 of the 
rreasury Regulations seems to require that 
it be on the accrual basis 













Home Office 
1301 MAIN 
DALLAS 


ment at the levei rate and what the 
payment would have been if due at 
the “basic compensation rate.” The 
contractor established an asset account 
described as “Accounts Receivable 
Bowery Savings Bank” and a liability 
account designated “Deferred Credit 
Mortgage Servicing Bowery.” 
Equal amounts were debited to the 
one account and credited to the other. 


2. Rights on Cancellation: The 
Court says that, while the contractor 
contends that it had no right to the 
excess until successful completion of 
its services, and that Bowery might 
prevent it from ever being entitled to 
compensation at basic rates, the con- 
“fails to point out how this 


oo 


tractor 
could occur. 


3. Reason for Level Payments: The 
Court says that it is apparent, on the 
record before it, that level payments 
of what it conceives to be income al- 
ready accrued were adopted “merely 
as a convenience to the parties so that 
petitioner would receive some pay- 
ments currently without putting the 
parties to the inconvenience of making 
the numerous complicated computa- 
tions which would be necessary if pay- 
ments were to be made monthly in 


*The Court states that, if the contractor 
were right about this, then the final adjust- 
ment required by the contract should be 
reflected in the contractor's income for the 
year of the adjustment payment. Certainly 
no one could quarrel with this. The propo- 
sition is inherent in the position taken by 
the taxpayer in that case. The Court then 
goes on to make the rather curious obser- 
vation that, if any terminations occurred in 
the years before it, the record “does not 
disclose that any adjustments were made 
thereunder. Income could thus escape tax.” 
It is difficult to believe that the Internal 
Revenue Service, after an audit of the re- 
turn, would not have discovered and put in 
evidence any failure to report income con- 
sistently with the contractor's position. The 
relevance of the Court’s observation is not 
apparent. 


Title Service in 4 


COLORADO 
NEW MEXICO 


TEXAS 
LOUISIANA 


accordance with the basic rate of 
compensation on a declining princi- 
pal balance.” 

4. The Commitment Letter: The 
Court points to the fact that the “typi- 
cal commitment letter” specifically 
provides that the Contractor “is to re- 
ceive payment for its services at the 
basic rate and mentions no other pos- 
sibility.” The service contract, al- 
though providing for monthly pay- 
ments at the level rate, “nevertheless 
refers to the commitments and pro- 
vides that the payments made at the 
level payment rates are to be adjusted 
to the basic rate in all cases of ad- 
vanced termination of the services.” 

5. Aggregate Compensation: The 
Court says that both the petitioner 
and the Government “assume that the 
two rates will result in the same total 
compensation if the servicing of a par- 
ticular mortgage continues over the 
life of the loan”; that the Court did 
not have sufficient information to 
reach this conclusion “but, if it is 
true, it fortifies the conclusion herein 
reached.” 

This article is not concerned with the 
validity of the Tax Court’s factual de- 
terminations as applied to the matters 
put in evidence in the Guarantee Title 
@& Trust Company case. Rather, we 
shall examine the validity of findings 
of the same sort in the supposed case 
outlined above. 

Before coming to the ultimate ques- 
tion of the amount properly accruable, 
let us examine some of the Court’s 
factual assumptions, both as to valid- 
ity and relevancy. 

1. The Bookkeeping Entries: It is 
elementary that book entries alone do 
not make income, and certainly en- 
tries by some other party cannot cre- 

(Continued on page 42) 
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Dallas Title and Guaranty 


Company 
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@ 62 for 63 


Mortgage Bankers throughout Northern Califor- 
nia are already making plans for MBA’s national 
convention in San Francisco in 1963. In a sincere 
effort to outsmart our local, aggressive mortgage 
banking competitors (of which there are too many, 
too good) Sonoma Mortgage is going to present SMC OFFICERS 
MBA magazine readers with a series of Northern 


California scenes in the coming months. These Wvocident 

¥ HENRY F. TRIONE 
scenes will, we hope, whet your appetites for your 
’63 convention visit. If some of them also arouse Executive Vice President 


your curiosity, just drop me a note and I'll get SOU 3. COOGAN 


a full story on any or all of them to you. Vice President 


HENRY F. TRIONE VINTON H. DUTCHER 


Secretary 
ELIZABETH B. ROBERTS 


SONOMA MORTGAGE Treasurer 


CORPORATION DOROTHE D. HUTCHINSON 


1701 FOURTH STREET 
SANTA ROSA, CALIFORNIA 








HOME OFFICE OF SONOMA MORTGAGE CORPORATION 
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TITLES INSURED THROUGHOUT 44 STATES, INCLUDING HAWAII; AND IN 
DIVISION OFFICES: CHICAGO DALLAS 1 NEW YORK. 4 
ATTORNEYS ARE LOCATED THROUGHOUT 
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This Symbol on a financial statement designates a 


company with a capital structure and 
substantial reserves reflecting a proper 
relationship to policy liability. 


on a policy means the utmost in title 
protection assured by a company with 
sound underwriting principles and 
simplified and realistic practices. 


wherever it appears identifies Lawyers 
Title Insurance Corporation—a com- 
pany known nationally for its superior 
service and protection and fair and 
equitable treatment of all policy- 
holders. It is a reminder to millions 
of policyholders that— 


There is no better title insurance than 
a policy issued by 


lawyers Title |nsurance (Orporation 


Home Office ~ Richmond . Virginia 


CAPITAL, SURPLUS AND RESERVES OVER $23,000,000 
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DETROIT 
THE OPERATING TERRITORY. 


THE DISTRICT OF COLUMBIA, PUERTO RICO AND CANADA. 
7 BRANCH OFFICES—275 AGENCY OFFICES. MORE THAN 15,000 APPROVED 





NATIONAL TITLE 








1962 FUNDS FOR 
INSTITUTIONAL 
SUEY |... semitinecwiseiiiats 


gets the money and in what proportions, what will it cost and, par- 


ticularly, where do mortgages figure in the picture . . . 


Mortgage banker 


By Dr. Jules 


!. Bogen, Professor of Finance, NYU School of Business Administration 


[aA current business upturn 
shows every prospect of continu- 
ing through much, if not all, of 1962. 

But will this upturn bring a major 
rise of interest rates during the com- 
ing year? The table below gives the 
answer indicated by projections of 
major uses and sources of funds for 
the year. These projections are baséd 
on the following assumptions—and if 
anyone disagrees with these assump- 
tions, then he will want to modify the 
uses and sources projection and the 
conclusions to be drawn from them 
accordingly. 

Assumptions upon which these pro- 
jections are based are: 

>» That the current upturn in busi- 
ness will continue through the first 
half of 1962 or longer. 

» That its pace will slacken follow- 
ing the vigorous rise in industrial pro- 
duction to a new high level during 
the past six months. 

>» That this cyclical upturn, like 
others, will be most vigorous in its 
early stages, particularly because it 
has the added stimulus of increased 
defense spending plans. 

> And, which is quite important in 
appraising the outlook for longer-term 
interest rates, that home buying and 
business plant and equipment spend- 
ing will continue to lag behind the 
trend of the economy as a whole, due 
to the absence on this occasion of 
large backlogs of unsatisfied demands 
in these sectors of the economy. 

>» That larger tax receipts will re- 
duce Treasury borrowing needs, de- 


spite the upturn in defense spending. 
Corporate profits before taxes are 
likely to reach the $50 billion level by 
the end of 1961, as compared with 
$40 billion in the first quarter of 1961. 
An increase in corporate profits before 
taxes of $10 billion, with a tax rate of 
52 per cent means that Federal in- 
come tax receipts from corporations 
alone would run $5 billion above the 


recession level. 

Without the impact of 
massive further defense 
spending, therefore, we can see lower 
deficits than in the 1962 fiscal year 
even with the rising trend of defense 
spending that is already assured. 


or until 
increases in 


Based upon these assumptions, the 
projections in the table, indicate only 





Use Ty 


Mortgages .... 
Consumer credit . 
Corporate bonds .... 


commercial banks ...... 
State and local debt...... 
U. S. Government debt 


Sources: 
Savings and loan associations 
Mutual savings banks. . . 

Life insurance companies 
Fire and casualty companies 
Corporate pension funds 


Corpor. holdings of U. S. Govts. 


e Estimated 





MAJOR USES AND SOURCES OF FUNDS 


(in billions 


Commercial and industrial loans of 


State and local retirement funds. 
Commer. bank loans and invest... . 


1959 1960 1961 (e) 1962(e) 
$19.3 $15.3 $16.5 $17.5 
6.6 3.9 2.0 3.5 
4.1 5.0 6.3 6.0 
3.7 2.1 0.5 1.5 
4.5 4.3 4.6 y 
7.9 0.6 5.0 +.0 
416.1 30.0 34.9 37.3 
6.6 7.6 8.0 7.6 
0.9 1.4 1.7 1.5 
6.1 6.1 6.6 6.8 
1.6 1.4 1.7 1.8 
3.2 3.4 3.6 3.8 
1.9 2.1 2.2 2.3 
5.1 9.2 8.0 7.0 
3.8 2.9 0.5 0.5 
29.2 28.3 31.3 30.3 
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a modest increase in total demand for 
funds in 1962. 


One reason for this is that mortgage 
borrowing is expected to increase only 
from the $16.5 billion level of 1961 to 
a $17.5 billion level next year, but not 
to anything like the $19.3 billion of 
1959. Mortgage borrowing is likely to 
remain well the 1959 record 
level because the building boom of the 
1950s, which outran family formation 
by a considerable margin, has skimmed 
the cream off the market for small 
homes. Moreover, higher land, build- 
ing, transportation and financing 
and taxation, 
tend to make home buying less tempt- 
ing than it was in the 1950s, when so 
many found that “it is cheaper to buy 
than to rent.” The rising proportion 
of housing starts consisting of multi- 


below 


costs, increased local 


family dwellings is symptomatic 


The impact of liberalized mortgage 
insurance the 1961 
Housing Act seems likely to be limited 


programs under 


at best. The economic forces, includ- 
ing the expansion of the inventories of 
the 1950s and the rise in 
costs, are predominant. No 


homes in 
longer, 
as was the case during the 1951 Is, does 
liberalization of FHA mortgage terms 
upsurge in demand 


bring a prompt 


for homes 


Consumers also are reluctant to 
borrow as freely as in previous up- 
One that is 


quite significant in this connection is 


turns statistical series 
the ratio of repayments of instalment 
debt to disposable personal income. 
Personal borrowing is not a burden 

borrowing is fun, in fact—it is only 
the repayment that is 
When the ratio of repayments of in- 


burdensome. 


stalment credit to disposable personal 
income is at 13 per cent, resistance 
develops to increases in such borrow- 
ing. Since the ratio has been at this 
level, increases in consumer debt are 
going to be geared to gains in dis- 
posable income. During the °50s, con- 
sumer debt rose twice as fast as dis- 
posable personal income. If consumer 
borrowing is going to rise only as fast 
as the disposable income, which is a 
reasonable assumption, the growth of 
such loans will slow down to a marked 
extent, 

In 1959, consumer credit outstand- 
ing increased $6.6 billion. So far in 
1961, a decline has been registered. 
Allowing for a substantial increase in 
the last quarter, an increase of $2 bil- 


lion this year and $3.5 billion in 1962 
are reasonably optimistic assumptions 
under these circumstances. 

Business borrowing, which has been 
disappointing during the current re- 
covery to date, is limited by: 

>» The slow pace of the upturn in 
plant and equipment spending. 

> Discouragement of rapid expan- 
sion of inventories, except where 
strikes are threatened, by the stable 
trend of the wholesale price structure. 
Wholesale prices are holding stable for 
the fourth year. In fact, 
wholesale prices are slightly lower 
now than the 1958 average. 


successive 


again. And since no material decline 
in interest rates seems in prospect, 
there was every reason to proceed with 
contemplated bond financing without 
further delay. But this rush to antici- 
pated long-term borrowing merely 
concentrated borrowing that would 
have been spread over a longer period 
in the second quarter. The result is 
that the corporate offering calendar is 
now relatively bare, and this lull in 
corporate bond financing may persist 
for some time. In any event, the bulge 
in corporate bond financing in the 
second quarter of 1961 is not a re- 
liable indicator of what the business 
demand for funds will be in 1962. 


vW 


“Mortgage borrowing is expected to increase from the $16.5 


billion level of 1961 to a $17.5 billion level next year, 

but not to anything like the $19.3 billion of 1959. Mortgage 
borrowing is likely to remain well below the 1959 

record level because the building boom of the 1950s, which 
outran family formation by a considerable margin, has skimmed 


the cream off the market for small homes 


. . The impact 


of liberalized mortgage insurance programs under the 1961 
Housing Act seems likely to be limited at best. . . . No longer, 
as was the case during the 1950s, does liberalization of FHA 


mortgage terms bring a prompt upsurge in demand for homes. 
ae 


> The dramatic rise year after year 
in depreciation allowances, which pro- 
vides corporate treasurers with a cost- 
less source of funds to finance needs. 
Depreciation allowances for all corpo- 
rations will exceed $25 billion next 
year, and that provides $25 billion of 
internal funds. With retained earn- 
ings, the cash flow provides the bulk 
of the money required for business 
needs. 

> The large increase in the use of 
commercial paper, acceptances and 
finance companies, which has reduced 
business borrowing from banks, 

The bulge in corporate bond financ- 
ing during the second quarter of this 
year, which was an unexpected devel- 
opment to many, including myself, is 
not indicative of increased corporate 
borrowing. I believe the record vol- 
ume of new corporate bond offerings 
between April and July was only a 
flash in the pan. Corporate manage- 
ments, having found in the 1955 and 
1959 business upturns that it could be 
quite costly to consummate long-term 
borrowing on the upswing of the busi- 
ness cycle, didn’t want to be caught 
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Projections of the supply of funds 
next year are shown in the lower part 
of our table on page 15. 

Individuals may well deposit less in 
savings accounts than this year’s rec- 
ord volume of deposit-type savings. 
Savings and loan associations report 
a slow-down in gains for July and 
August. 

Federal Reserve credit policy could 
begin to shift away from active ease 
towards neutrality as further business 
recovery reduces unemployment. The 
chairman of the President’s Council of 
Economic Advisers has said publicly 
that whenever there is full utilization 
of resources, and particularly fuller 
utilization of manpower, and a decline 
in unemployment, the Administration 
contemplates a move towards a neu- 
tral, and with full employment, even a 
restrictive, credit policy. 

Projections of the demand and sup- 
ply of funds in 1962 thus point to the 
conclusion that a firming of interest 
rates is probable, but it will be mild 
and gradual. No repetition of the 
1959 upsurge in rates to the highest 
level in decades is in prospect. 











What happened in 1959 was that, 
to satisfy swollen private and public 
demands for funds that year, interest 
rates were lifted to a level high enough 
to attract billions of dollars from in- 
dividual investors into the bond mar- 
ket. The “magic fives” were a symbol 
of what was going on. SEC figures 
show that individuals increased their 
holdings of government, tax exempt 
and corporate bonds by some $10 bil- 
lion in 1959, as compared with no in- 
crease in the year before. Our table 
shows that demands for funds ex- 
ceeded $46 billion in 1959. Allowing 
for increases in borrowing that grad- 
ual further recovery will bring, de- 
mands in 1962 promise to fall about 
$9 billion less than the 1959 total. 

Turn now to the most basic of ques- 
tions: whether the major advance in 
interest rates that took place between 
1946 and 1959 will soon be resumed, 
or whether it will be halted or re- 
versed over the next few years. 

The historical record shows no secu- 
lar upward or downward trend of in- 
terest rates. But the record does show 
clearly that basic economic forces give 
rise to what can be called “long cy- 
cles” of interest rates. To appraise the 
outlook for interest rates, must 
consider not only the short-term cycle 
generated by business conditions and 
Federal Reserve policy changes, but 
also these long swings that have re- 
curred throughout our history. 


one 


The last long cycle of interest rates 
consisted first of a declining trend 
from 1933 to 1946. While fluctuations 
occurred around that trend, the basic 
trend was downward from 1933 to 
1946 because of depession influences 
and the subsequent pegging of inter- 
est rates during the war at the depres- 
sion level. The second part of this 
long cycle was a rising trend of rates 
from 1946 to 1959 that was caused 
by rapid economic growth and infla- 
tion, both of which swelled the de- 
mand for funds between 1946 and 
1959. 

In appraising the probable shape 
of this long cycle of interest rates for 
the next five years or so, it is more 
practical to concentrate our thinking 
on the economic forces that will in- 
fluence the uses and sources of funds 
than to attempt precise quantitative 
projections so far in advance. 

There are four basic forces that can 
be expected to affect decisively the 





demand and supply of funds over the 


next five years. I assume there will 
be no major war, no acute dollar 
crisis, and no massive rise in defense 
spending. Any one of these develop- 
ments would change the outlook dras- 
tically. 

In the absence of a major war, an 
acute dollar crisis and massive in- 
creases of defense spending, these eco- 
nomic forces will shape the long cycle 
of interest rates over the next five 
years or so: 

> A more stable trend of commod- 
ity prices due to intensified competi- 
tion, foreign as well as domestic. With 
more stable prices, borrowing needs 
will not be increased by rising costs 
of the goods that borrowers are financ- 
ing. 

Stable prices mean a much slower 
growth in the demand for money than 
was experienced during the inflation 
period of the preceding two decades. 

> A less vigorous demand for homes 
and consumer durable goods. The rea- 
son for this is that the next five years 
will be a period of relatively low new 
family formation. By the late 1960s, 
the most important single economic 
factor affecting interest rates and 
many other trends will be the sharp 
upturn in family formation that will 
develop at that time. But for the next 
five years or so, net family formation 
will average around 800,000 per an- 
num, which will hold down demand 
for homes and durable 
goods. 

> Business need for funds will be 
limited. The increase in the cash flow 
from depreciation allowances will con- 
tinue by perhaps a billion a year, or 
more if depreciation is liberalized fur- 
ther, as is not improbable. The supply 
of funds for corporations from this 
source will rise from $25 billion next 
year to $30 billion or more five years 
hence. This will lessen the amount of 
borrowing business will require. More 
stable prices will also tend to limit ex- 
pansion of inventories and accounts 
receivable. 


consumer 


>» The supply of loanable funds may 
become larger over the next five years. 
One factor in this connection is the 
change in emphasis in Federal Reserve 
policy. The stress in the 1950s was 
placed on the goal of economic sta- 
bility. The stress at the present time is 
placed on a faster rate of growth in 
the economy as the primary goal. 


This change of emphasis will tend 
to produce a different pattern in credit 
policy. There will not be a rush to 
tighten credit as soon as business turns 
up. We haven’t seen such a change 
this year, and what is now in prospect 
is quite a slow, gradual change, and 
only as we near full utilization of re- 
sources and manpower. That is very 
different from what happened in the 
second half of 1958 when net free re- 
serves were sharply reduced early in 
the recovery as a precaution against 
boom conditions and inflation. 

Also, a more stable price trend will 
cause investors to place more stress on 
dollar safety and less on hedges against 
inflation in investing their funds. A 
more stable price trend means a larger 
supply of savings flowing into invest- 
ing institutions that put funds into 
debt instruments. 

In the light of these 
trends, the following conclusions are 
indicated about the shape of the next 
leg of the long-term cycle of interest 


economic 


rates. 

> Private demands for funds will 
expand relatively more slowly until the 
later 1960s, when the rise in family 
powerful 
consumer 


formation imparts a new 
stimulus to mortgage and 
borrowing in particular. 

>» The chief increase in the demand 
for funds in the next leg of the long 
cycle of interest rates will come from 
government—Federal, state and local 

rather than private sources. 

>» The supply of funds from savings 
institutions and bank credit expansion 
promises to be adequate to satisfy pros- 
pective demands, and will exceed 
prospective demands in periods of 
less active business and recession. 

Therefore, a stable or even a slowly 
declining trend of interest rates is 
probable over the next five years or so. 

Looking back in history, we find a 
precedent for this expectation. The 
next five years could be comparable 
with the period from 1920 to 1927, 
which was one of substantial economic 
growth but the supply of funds from 
savings and bank credit expansion was 
more than enough to satisfy demand, 
so that interest rates declined. 

These conclusions refer to the level 
of interest rates as a whole. Even if 
we have a protracted period of stable 
interest rates, which I think is a rea- 
prospect for the next five 
(Continued page 44) 
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26-ACRE stretch of sun-speckled, 
A but slum-blighted, ocean - front 
property in Santa Monica is about to 
have its face lifted. Recently the city 
named Del E. Webb Corp. and Kern 
County Land Co. joint sponsors of a 
$50 million urban-renewal project 
the first for this Pacific resort, which 
is home to Douglas Aircraft, the Atlas 
missile and 100,000 Los Angeles sub- 
urbanites. Once the last tenant is re- 
located, the Webb-Kern partnership 
will take over the land, paying $5.8 
million for 18 acres and leasing the 
other eight for $103,000 a year. Under 
the Title I provision of the U.S, Hous- 
ing Act, two-thirds of the city’s loss 
on the deal will be absorbed out of 
$2.6 million in Federal grants. When 
the 800 buildings now located in 
Ocean Park, nearly all of substandard 


a te 
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conditions, have been razed by the 
city, they will be replaced by a bright 
complex of residential and commercial 
structures. The sponsors hope to break 
ground by next summer. 

As an exercise in U.S. slum clear- 
ance, Santa Monica’s renewal-by-the- 
sea is noteworthy on several counts. 
For one thing, the fast-growing town 
on the lush outer fringes of the West's 
Great Megalopolis is not the likeliest 
place to encounter the sort of blight 
ordinarily deemed worthy of Federal 
subsidy. For another, Santa Monica 
hardly seems old enough for slums; 
incorporated in 1886, it was chartered 
only 54 years ago. Finally, the city 
chose a developer which, for all its 
fame elsewhere, boasted no previous 
experience in the realm of urban re- 
newal. 


Washington, headquarters of, and patron for, the war on blight is seeing some action 


; : as a 







» BLIGHT 


As it happens, there is a good deai 
about urban renewal today that is eye- 
Most startling of all is 
the spectacular way in which the Fed- 


brow-raising. 


eral program to rebuild U.S. cities has 
begun to mushroom. After a lackluster 
decade of trial and error, the dust is 
settling around the first of the proj- 
ects, which are beginning to emerge 
as economic successes. To real estate 
developers, it is increasingly clear that 
a sound Title | project is no riskier 
than any other type of downtown big- 
city construction. Indeed, by its very 
nature, it stands a good chance of be- 
ing a better bet than most, and since 
the private sponsor usually gets gen- 
erous FHA financing, the potential 
return on his actual cash investment 
is correspondingly large. Hence, urban 
renewal suddenly is attracting not only 
kinds but 
number of 


builders and buyers of all 
also a remarkable cities, 
towns and hamlets across the land. 
As reported by the Housing and 
Home Finance Agency, urban renewal 
projects through June 30, 1961, totaled 
£13, in 470 locations, and cost Wash- 
ington nearly $2 billion. Some 60 per 
cent constituted projects which have 
been finally approved and are going 
ahead; $35 million worth, or 57 proj- 
ects, are completed. The other 40 per 
cent has been reserved for those stiil 
in the planning stage. Since this mas- 
sive outlay will exhaust the Urban Re- 
newal Administration’s former author- 
ization, Congress, in the Housing Act 
of 1961, its third basic piece of slum- 
clearance 1949, re- 


legislation since 


plenished the coffers with another $2 
billion. In the past four months, per- 
haps $500 million of the new author- 


Once upon a time in a village the people who lived there were 
warned repeatedly that a big wolf in the forest was going to 
attack and they ignored it. When he finally did, they could 
hardly believe that the time had come. Urban renewal has 
been a little like that; it has been talked about and planned 
for such a long, long time; now that it’s actually here in 

the big volume predicted for it, not everyone recognizes what 
a great difference it is going to make in the face and form 

of the nation. There’s at least $15 billion riding on the 

war against blight now; almost no metropolitan center is 
without at least a plan; and, in most of them, it’s far more 
action than planning and blueprints. Here’s a recapitulation 


of the move to eradicate our blighted areas, reclaim our 





cities 


all adding up to what probably is the greatest 


single domestic effort in national improvement this or 


any other country 


has ever seen. 


By J. RICHARD ELLIOTT, JR. 


ity, too, has been tapped, and today 
more than 500 cities in 
scheduled for form of Title I 
renewal. Nearly one Federal dollar in 


some 


every four is earmarked for towns of 


less than 100,000 population. 

This $2.5 billion allocation of 
which $500 million has been doled out 
so far in payments to local agencies 
is Washington’s capital commitment 
to U.S. slum clearance. Overall, of 
course, urban is far larger, 
since the cities and states also contrib- 


renewal 


ute money, and private lenders and 
builders ultimately provide the lion’s 
share (and reap the whole profit). 


45 states are 


the 500 now in 
Title I have put up an estimated $1 


ranging from Gotham’s $100 


Thus, urban areas 
billion 
million down to, say, the $1,185 bud- 
Ruidoso Downs, N. M., a 


city of 407 souls, toward preparation 


geted by 


of its “comprehensive plan for growth 
and development.” 

Government outlays carry Title I 
projects through the stages of land ac- 
quisition and clearance. The amount 
invested by private developers often 


Reprinted through the courtesy of 
and Fi- 


Barron’s, National Business 


nancial Weekly. 
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runs to ten times as much—nearly al- 
ways borrowed at low rates on FHA- 
insured 90 per cent mortgages (which 
another agency, the Federal National 
Mortgage Assn., usually will buy). At 
a minimum, then, some $15 billion is 
at stake in urban renewal, and URA’s 
new authorization promises to double 


the total over the next few years 


In the majority of cases, the private 
sponsorship is local. Frequently, cap- 
ital comes from the commercial inter- 
directly affected: and 
lawyers, retailers and landlords. On a 
larger scale, this kind of community 
support has been provided, too, by 
well-known industrial firms—in Pitts- 
burgh and Cleveland, U.S. Steel; in 
Newport News, the Chesapeake & 
Ohio R. R.; in the Philadelphia area, 
Scott Paper; in Birmingham, Mon- 
Chemical: in Chicago, Com- 
monwealth Edison: in Battle Creek, 
Ralston-Purina; in Fargo, Northwest- 
ern Bell Telephone; in Baltimore, 
Sheraton Corp. ; and in Oakland, Safe- 
way Stores. 


ests doctors 


santo 


Many another company, though not 
in the real estate business, has gone 
into Title I in 
For example, Alcoa, as part ol its con- 


an even bigger way. 
tinuing campaign to promote wide 
use of aluminum, has taken a minority 
interest in several projects, notably a 
vast Webb & Knapp venture in Wash- 
Several insurance companies 
Pruden- 


ington. 
have assumed a leading role 
tial, in Chicago and Boston: the Trav- 
elers, in Hartford: New York Life, in 
New York and Chicago; Metropolitan 
Life, in New York: and Mutual Bene- 
fit Life, in Newark. 

Title I 


Louis 


The actual builders under 
include such individuals as 
Kitchen of St. Louis and Kansas City; 
and Roger L. Col. Henry 
Crown, Paul Tishman, Samuel N. 
Katzin and James H. Scheuer, all of 
New York. A privately held corpora- 
tion, Metropolitan Structures Inc., of 
Chicago, is sponsoring the big Civic 
Center project in Baltimore and may, 
as a result, go public. 


Stevens, 


Finally, many builders are already 
publicly owned. Several, like the Del 
Webb organization (headed by the co- 
owner of the New York Yankees) lack 
experience as sponsors but have been 
actively scouting the field. They in- 
clude Tishman Realty & Construction, 
contractor for Col. Crown’s Pratt In- 
stitute project in Brooklyn; Uris Build- 


ings Corp.; Realty Equities Corp., a 
recent bidder in Buffalo and Roches- 
ter; Adson Industries, Inc., of Long 
Island, a bidder in Washington, Balti- 
more and Norfolk, and contractor for 
a Title I co-op in Brooklyn; and sev- 
eral former realty-syndicate groups 
which now have stock on the market. 
As a leading Manhattan realtor re- 
cently observed: “It is common knowl- 
edge that many of these large real es- 
tate corporations which are not now 
in the urban renewal field are pre- 
paring to participate in many large 
projects throughout the country.” 


Along with Del Webb and Kern 
County Land, the roster of today’s 
sponsors in Title I includes such firms 
as Reynolds Metals (which, through a 
subsidiary, Reynolds Aluminum Serv- 
ice Corp., has undertaken eight ur- 
ban renewal projects); Perini Corp., 
headed by Milwaukee Braves Presi- 
dent Lou Perini, which recently had 
its first—and highly successful—public 
offering, and is controlling co-sponsor 
of the $85 million Golden Gateway 


center in San Francisco; Futterman 
Corp., builder of the largest Title I 
project in Norfolk; Major Realty 


Corp. (now merging with Food Fair 


Properties), sponsor of large-scale de- 
velopments in Philadelphia and New- 
ark; and last, but scarcely least, Webb 
& Knapp, with five large Title I proj- 
ects under way or completed in Wash- 
ington, New York and Chicago, and 
others in the offing. 


Che concept of urban renewal, as a 
joint undertaking by public and pri- 
vate interest, is little more than a dec- 
ade oid. The first of the post-war 
Housing Acts, passed in 1949, stated 
as national policy that the program 
should encourage private investment 
at a fair profit. It established as Gov- 
ernment’s responsibility the prior clear- 
ing of slum blight and the assembling 
of potentially prime acreage. 


litle I made such land available to 
private developers at prices compar- 
able to going rates elsewhere in the 
city and its environs, for construction 
of less dense developments providing 
open spaces and attractive architec- 
ture. The idea, of course, was to draw 
back to the central area those who 
had left for the suburbs, or were about 
to go. The empowered local 
agencies to condemn slum areas and 
held them responsible for relocating 
tenants in adequate housing and help- 


law 
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ing displaced businesses to find new 
locations, for buying the land at fairly 
appraised prices, clearing it and ne- 
gotiating with private developers for 
its resale. If the U.S. accepted the 
plans, the city then would recover two- 
thirds of its loss in the form of Fed- 
eral grants-in-aid, and the FHA would 
insure an attractive mortgage for the 
builder. 


On this basis, the slum-clearance 
program was launched 12 years ago 
with an appropriation of $500 million 
for grants and $1 billion for loans. 
However, except in New York and, to 
a lesser extent, Philadelphia, it got off 
to a dawdling start. By 1954, for sev- 
eral reasons, the program had bogged 
down. The Housing Act of that year 
attempted to correct the situation, in- 
troducing the idea of preventing the 
spread of blight into deteriorating 
areas, as well as curing slums where 
they already existed. It tightened pro- 
cedures for tenant relocation and 
made their enforcement mandatory as 
a condition of Federal support. Most 
important, the act raised the appro- 
priation to the full authorization of 
$2 billion, and empowered URA to 
make funds available to cities not only 
for projects but also for the initial 
planning. 


Under this stimulus, the 
urban renewal quickened—and long- 
range planning got underway on a 
large scale. Last year alone, some $1.5 
billion in new grants were approved 
and nearly 200 new projects author- 
ized. With the Federal fund all but 
depleted, Congress this year provided 
$2 billion more to replenish it. 


pace of 


The Housing Act of 1961, in fact, 
liberalized urban renewal all along the 
line. It also encouraged rehabilitation 
of existing properties by facilitating 
loans to individuals or collective proj- 
ects for improving them up to local 
building-code standards. Cities were 
authorized (and urged) to create re- 
habilitation demonstration projects to 
serve as attractive examples of how to 
stop the spread of blight without raz- 
ing, as well as to provide cost experi- 
ence. Moreover, where the first hous- 
ing bill had contained no provision for 
aiding slum clearance if residential 
structures were not involved, the Fed- 
eral agency now was empowered to 
spend as much as 30 per cent of its 
grant authority for commercial proj- 
ects. 








Finally, urban planning and small- 
town renewal were given a further 
boost. The separate grants authority 
to aid cities in their planning was 
raised from $20 million to $75 million. 
Moreover, the U.S. share of planning 
costs was raised to two-thirds (from a 
30-50 split with local agencies), and 
the Washington agency was author- 
ized to lend technical assistance where 
requested—always under local direc- 
tion. Indeed, where the city under- 
takes comprehensive planning entirely 
with its own funds, the Federal grant 
for the ultimate development 
raised from two-thirds to three-fourths. 
The same increase was authorized for 
towns of less than 50,000, as well as 
for those of up to 150,000 in economi- 


was 


cally depressed areas. 

So complex is the present mishmash 
of laws overlaid on laws that even the 
generic term, “Title I,” now has be- 
come inaccurate—urban renewal and 
planning actually make up Title III 
of the 1961 Experts in 
building and investment readily con- 
fess to an inexpert knowledge of all 
the applicable provisions. The cities, 


legislation. 


for their part, show a willingness to 
learn the Federal laws at Federal ex- 
pense, but the of training 
competent administrators is slow. 

Yet if Title I still lies buried in red 
tape, its essentials are readily grasped. 
The first thing a city (or regional au- 
thority) must have is a public agency 
for planning; before it can create one, 
the state must have a law permitting 
slum-clearance condemnation and re- 
location. (Five states still do not: 
Idaho, Louisiana, Utah, Wyoming 
and South Carolina; the latter’s at- 
tempt to comply was declared uncon- 
stitutional by its own high court.) 

Next, the city plans its projects. It 
may do so at its own expense and, in 
effect, later charge the planning costs 
off to the U.S. Or it may (and usu- 
ally does) apply to the URA for a no- 
interest loan, which is later repaid as 
a deduction from the project grant, or 
written off if the venture is aban- 
doned. The Federal agencies, as noted, 
offers outright grants of two-thirds of 
the planning cost when projects are 
undertaken on a “comprehensive” ba- 
sis. As of June 30, 1961, the Govern- 
ment had approved $15 million in 
such grants to 600 local agencies. 

Once it has a general plan, and has 
worked up a specific project, the city 
applies for another advance from 


] yrocess 





Washington. It then condemns and 
buys the land, relocates the tenants, 
clears the site and negotiates with pri- 
vate developers for its resale. (New 
York City is the only U.S. community 
which hands over the relocating and 
razing to the developer; the city, as a 
result, has experienced more Title I 
scandals than all others combined. 
Private sponsors of one large Manhat- 
tan project kept their slum intact for 
three years, collecting rents without 
even starting on relocation, and finally 
turned the whole thing back to the 
city—at a profit.) 

Meanwhile, to minimize charges of 


field did not in the accepted sense con- 
ititute “blight.” 

Ordinarily, plans move ahead as 
rapidly as the city can move them. 
But when the time comes for the 
choice of a sponsor and re-sale of the 
land, procedures vary from one Main 
Street to the next. Sometimes the city 
picks a sponsor in advance, asks him 
to prepare the architectural-engineer- 
ing designs (which often cost $500,- 
000), and then reaches a quiet agree- 
ment on price. Washington does not 
balk at this, but simply pays closer 
scrutiny to the last-named point. The 
technique was developed by New York 





Hartford, Philadelphia, Baltimore, New York, Minneapolis, Chicago and scores 
of other large cities have bold plans to impart new life to vast urban areas. 
Above, Travelers’ plan in Hartford, a $35,000,000 project, largest Title I in the 
Northeast and unique in that no public funds from any source are being used. 


Federal interference in local affairs, 
the URA insists on community par- 
ticipation in all decisions, through 
public hearings; in New York recently, 
Greenwich Village residents shouted 
down a proposed Title I project for 
their neighborhood. Washington also 
checks on the project as it progresses; 
while no absolute Federal veto power 
exists after the grant is paid, in nearly 
every case, the FHA is involved, and 
holds the threat of mortgage refusal 
over the heads of all. Once they start, 
programs seldom are stopped; in one 
Illinois case, however, a small town 
was turned down after the fact came 
to light that what it had in mind was 
the creation of a parking lot on the 
site of a cornfield—after some soul- 
searching, Washington ruled that the 





City, which now has a variation on it 
called the “match bid.” Here the city 
sets up a “tentative” sponsor, who 
takes on the expenses of project design 
in return for the privilege of matching 
the minimum “bid” which city plan- 
ners themselves ultimately set; the 
sponsor-to-be later can turn this down 
and get out, unlesss no other bidder 
appears, in which case he automati- 
cally becomes permanent at the stipu- 
lated price. 

When a city decides to seek bids 
from several preselected developers, or 
even from the market at large, each 
interested company must meet the cost 
of preparing designs. This happened, 
for example, in the aforementioned 
Santa Monica Title I award, where 
11 bidders were involved in the com- 
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petition. In such a case, price seldom 
is the ruling factor; the city generally 
is looking for bright ideas. In the na- 
ture of things, however, one firm often 
finds itself on the inside track to City 
Hall; its conception of the project 
most closely fits the one dreamed-up 
by the planners, or it has a better 
the local ma- 
after 


one 


knowledge of the way 
“When 
town,” 
“it takes a 


chinery works you go 


a project in a new says 
recent unsuccessful bidder, 


while to learn the ground rules.’ 


In any event, once the deal is ne- 
gotiated, the city applies for its grant 

covering either two-thirds or three- 
fourths of the inevitable loss In 
New York, the state then pays half 
the net the city to foot 
no more than one-sixth of the bill. 


Meanwhile, the private sponsor, which 


loss, leaving 


now has acquired the site at a price 
that should insure the project’s finan- 
cial success (or at least keep it from 
failing on that account 


As soon as the land is cleared and the 


is in business 


financing plans are formed, construc- 


tion begins 


Assuming a project has been well 


conceived and executed, then it starts 


off with the advantage of low-cost 
downtown land and the built-in po- 
surrounding community 
Often, this may 


Thus 


tential of a 
having its face lifted. 
be enough to attract a builder 
in Norfolk, Futterman became a joint- 
venturer in a $6.5 million commercial 
project, the Golden Triangle motor 
hotel, the 


facility and, in effect, the keystone for 


city’s first large convention 


encompassing 
The 
other partner, who had purchased the 
$200,000. 


} million to the ven- 


its renewal activities, 


almost all the downtown area. 


land for contributed 


in all about $1 


some 


ture (for an equity, including unreal- 
ized profit on the land, of $1.5 
million Futterman, for its part, 


$1.5 million of its 


funds, and acquired a 


committed some 
conventional 
mortgage ol $ 3.7 million to cover the 
Based on an average 70 per cent 
Futter- 


man hopes to earn, before deprecia- 


rest 


year-round occupancy rate, 
tion, up to 18 per cent on its equity, or 


at least $250,000 a year, tax-free 


More often, the Title I develop- 
ment is residential and thus qualifies 
for Federal financing. Under Section 
220 of the Housing Act, FHA is au- 
thorized to insure a first mortgage on 
the property of up to 90 per cent of 


replacement value (and, under Section 
213, 97 per cent of replacement value 
if the project is cooperatively owned). 
By comparison, non-Title I FHA mort- 
gages are based on 90 per cent of ap- 
which, in a slum area 
undoubtedly would be less than the 
actual cost of building), and conven- 
tional mortgages seldom exceed two- 
thirds of that value. What’s more, if 
the owner also is the builder, the FHA 
is required to add a 10 per cent build- 
er’s profit to the actual construction 
costs before computing the value. 


praised value 


Hence, a property might cost $20 
million to build, on land acquired for 
$1 million. By FHA’s Title I reckon- 
ing, its value would become $23 mil- 
lion, and a mortgage would be ap- 
proved covering 90 per cent of that 
figure, or $20.7 million. (The agency, 
of course, must be satisfied with the 
validity of the costs and the adequacy 
of the construction.) Obviously, in 
this typical example, the builder bor- 
rows almost the full cost of the proj- 
ect, in construction and land; his own 


cash outlay is only $300,000. 
Variations on this rule-of-thumb 
affect all Title I residential develop- 
ments. The upshot is that the sponsor, 
in exchange for the risk he takes, is 
able to gamble on a small cash equity. 
FHA permits him to project his de- 
velopment’s earning power in such a 
way as to permit a maximum “over- 
ride” of only 2 per cent in net—his 
return, based on the principal amount 
of the mortgage (90 per cent of the 
cost of the project 
puted at 734 per cent (on current 


must be com- 


rates), with 54% per cent going to in- 
terest and |'% per cent amortization 
of principal, on standard methods of 
accounting. However, because he then 
can take accelerated depreciation on 
his costs, and his own cash investment 
is so small, the sponsor’s actual earn- 
ings, on a cash-flow basis, eventually 
should work out to a return of any- 
where from 10 per cent to 33 per cent 
1 year. 

This is true of two large Webb & 
Knapp projects, costing some $54 mil- 
lion, virtually completed and 
rented in New York and Chicago. For 
the sponsor’s $6 million estimated cash 
outlay, these initial operating proper- 
ties by year-end should begin yielding 
some $1.5 million of tax-sheltered net 
In another Webb & Knapp 
I project, the Kips Bay Plaza 
Manhattan’s East 


now 


income. 
Title 


now going up on 
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Side, prospects are even brighter. One 
of the two planned apartment towers 
has been built and rented. Total costs 
of the development, subject to the 
material and _ labor 
price-tags, are being projected at 
roughly $22 million. The sponsor an- 
ticipates “encumbrances,” including a 
possible second mortgage on top of the 
larger loan insured by FHA, of some 
$20.5 million, leaving Webb & Knapp’s 
own cash in the project at only $1.5 
million. The sponsor estimates its po- 
tential equity in the completed project 

the cash investment, plus builder’s 
profit and expected gain in any re- 
at roughly $6 million, a 400 per 
cent profit. 

Like the other two, however, Kips 
Bay will be operated for current in- 
come for some time before the devel- 
oper sells out. Based on expected ren- 
tals at full occupancy, the project is 
scaled to produce a 3 per cent return 
on overall costs, in actual cash-flow, 
or some $600,000 a year. This repre- 
sents a 44 per cent return on Webb 
& Knapp’s cash outlay. As an operat- 
ing property, in short, Kips Bay should 
allow the Zeckendorf concern to get 
its money out in less than three years. 
As a demonstration of Title I’s poten- 
tial profitability, moreover, Kips Bay 
thus promises to be as lush a big-city 
realty holding as any in the country. 


vicissitudes of 


sale 


The demand for industry's services 
in developing and building Title I 
projects obviously has mushroomed. 
Indeed, hundreds of suburbs, small 
towns and whistle-stops all over Amer- 
ica have begun wiping out previously 
unsuspected blight. One reason for 
this phenomenon, which traces to the 
recent liberalization of Title I laws, 
is that 61 million Americans live in 
urban areas of less than 50,000 pop- 
ulation. By recent count, $292 million 
in Federal grants have been made to 
310 cities of under 50,000 population, 
and another $9.3 million to 1,700 
more as aid for their “comprehensive 
planning.” 

For example, Uniontown, Pa. ( pop. : 
17,942), a depressed coal town, has 
received $977,000 in subsidies for three 
Title I  projects— “Hollow Area,” 
“King’s Feed Store Site” and “Old 
Feed Store Site” and “Old West School 
House.” Mercedes, Texas (pop.: 10,- 
943). a cattle town still suffering from 
the long drought of the 1930s, has 
just completed a Title I job called 
“Queen City No. 1,” which cost the 








U.S. $1 million. Even Waverly, Tenn. 
pop. 2,891), one of the countless re- 
mote creek towns in the Cumberland 
hills, has completed one Title I proj- 
ect and started another. The first, in- 
volving a Federal grant of $36,000, 
produced 38 units of new low rent 
public housing; the second got a $119,- 
000 U.S. grant to eliminate a “central 
business district slum” and convert the 
five acres to “much needed commer- 
cial use.” 

Projects like these, invariably spon- 
sored locally, have a considerable im- 
pact on today’s urban redevelopment. 
Since towns of less than 50,000 al- 
ready account for 10 per cent of the 
$2.5 billion committed to Title I, they 
reduce by that amount the funds 
available for bigger projects — and 
their share of the total is growing. 
What’s more, they tend to distract at- 
tention from perhaps graver slum ills 
elsewhere, drawing considerably on 
the federal and state resources of tech- 
nically-trained urban-renewal special- 
ists, who are still in short supply. Yet 
they seldom involve high-rise housing, 
the forte of the big builder. 

To the big-city developer, Title I 
and slum clearance still mean big proj- 
ects in big towns. At the end of 1960, 
one-sixth of all authorized projects 
were in the handful of cities with pop- 
ulations of over half a million, and 
their grants of $820 million repre- 
sented 44 per cent of the total. Five 
cities of over a million accounted for 
one dollar of every four committed by 
the U.S.; New York’s share alone was 
one dollar of every nine. 

What’s more, while nearly 20 per 
cent of the projects represented land 
areas of ten acres or less (the smallest 
was a York, Pa., development consist- 
ing of four-tenths of an acre, or about 
a city block), the top 11 per cent, 
which attracted the lion’s share of the 
funds, were projects of 100 acres or 
more. (The Philadelphia’s 
2,506-acre “Eastwick,” sponsored by 
Reynolds and others). One project in 
was scheduled to become 


biggest: 


every ten 
exclusively residential, and nearly 70 
per cent will contain at least some new 
housing, with the remaining commer- 
cial structures mostly of the high-rise 
type. The 70 per cent accounts for 
over 80 per cent of all the project 
money involved. That, of course, is 
where the big developers, who think 


of new or renewed land in terms of 


its usable vertical space, prefer to take 
their risks. 

Big-city housing projects, then, have 
attracted most of the burgeoning Title 
I activity. Among the developments 
devoted entirely to residential needs, 
the leading ones are in New York City 

—where, despite the postwar building 
boom in offices and luxury apartments, 
low-rent and middle-income housing 
are still in urgent demand. Urban 
renewal projects completed, under 
construction or planned in the five 
boroughs are adding nearly 50,000 
apartments and trebling city realty 
taxes on those sites. They involve 
expenditures of nearly $1 billion. The 


yer r PP D 


42-acre site, two towering buildings, 
with 540 apartments, are surrounded 
by 250 “town houses” in a revitalized 
residential area for the university’s 
faculty and married students—who 
can rent a flat or buy one of the 
homes. The land, acquired and razed 
by the city for $10.9 million, was sold 
to the sponsor for $1.3 million. Costs 
of construction to Webb & Knapp will 
total another $20 million. 

In Cincinnati, where Reynolds is 
the sponsor, the “Parktown Coopera- 
tive Houses” will be completed this 
year. These buildings are being sold 
as soon as they are finished. So pleased 
are the city fathers with the progress 


“Last year alone, some $1.5 billion in 


new grants were approved and nearly 200 new projects 
authorized. With the Federal fund all but depleted, Congress 
this year provided $2 billion more to replenish it. The 
Housing Act of 1961, in fact, liberalized urban renewal all 
along the line. It also encouraged rehabilitation of existing 
properties by facilitating loans to individuals or collective 
projects for improving them up to local building-code standards. 
Cities were authorized (and urged) to create rehabilitation 
demonstration projects, to serve as attractive examples of how 
to stop the spread of blight without razing, as well as to 
provide cost experience. Moreover, where the first housing bill 
had contained no provision for aiding slum clearance if 
residential structures were not involved, the Federal agency 
now was empowered to spend as much as 30 per cent of 

its grant authority for commercial projects.” 


the so- 
actually, 
en- 


most ambitious program, 
called West Side project 
one of several on the West Side) , 
compasses a 20-block area that will 
be completely renovated through re- 
habilitation and, mainly, new con- 
struction split up among some 46 
sponsors. 

Just to the north is the “Park West 
Village” of Webb & Knapp. When 
completed by year-end, this will be 
one of New York’s largest Title I proj- 
ects. On a six-block site formerly oc- 
cupied by a dismal slum containing 
over 4,000 tenement families, Park 
West will comprise 2,600 apartments 
in seven high-rise buildings. The land 
cost the city $20.8 million to acquire 
and improve, and was sold to the spon- 
sor for $3 million. The new construc- 
tion adds up to nearly $45 million. 

Outside Gotham, too, some note- 
worthy Title I developments are un- 
derway. Webb & Knapp, for example, 
will complete this year Chicago’s 
“Hyde Park” project, adjoining the 
University of Chicago campus. On a 


of the colorful development that they 
erected signs downtown in tribute. 
Some 57 acres of blighted land, con- 
taining nearly 2,000 dwelling units, 
were razed and all but replaced by 
131 town houses and 192 apartments 
costing $4 million. Land and plan- 
ning cost the city $9.6 million; in a 
joint venture with a Columbus builder, 
Reynolds acquired the site for $2.5 
million. 

One of the massive Title I 
housing developments anywhere is the 
“South West” group of projects in 
Washington, D. C. Here Reynolds, 
for example, is the sponsor of the 
“River Park Cooperative Homes,” 
over 518 units in both high-rise apart- 
town houses costing some 
$9 million, which will be sold upon 
completion. Going up nearby are the 
projects of several other sponsors. 

The keystone for South West is 
Webb & Knapp’s huge part of the 
development. In return for drawing 
up the architectural and engineering 
plan for the whole 450-acre affair, an 


most 


ments and 
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overall land parcel costing the govern- 
ment $111 million, the company was 
designated the sponsor for a 200-acre 
tract. Altogether Webb & Knapp will 
spend upwards of $100 million for its 
development. Already occupied is the 
first phase, 512 units in two high-rise 
apartment buildings costing $10 mil- 
lion, and soon to be completed will be 
two more identical structures. A con- 
tinuing program which probably will 
take almost a decade to finish, South 
West, it is hoped, ultimately will serve 
as a national showcase for urban re- 
newal. 

So much, then, for housing projects 
as such. Of potentially even greater 
the commercial-institu- 


impact are 


tional-residential complexes, typified 
by Santa Monica, which now are 
springing from drawing boards all 
across the land. The most venture- 


some of these, inevitably, is in the Big 
Town: New York’s Lincoln Square. 
This huge concentration of residential 
and cultural buildings—a new 
house, concert hall, and other parts of 
“Lincoln Center” together with apart- 
structures 


opera 


ment houses, commercial 
and a branch of Fordham University 

encompasses 70 formerly 
blighted land on the West Side 


1,600 families have been relocated, all 


acres ol 
Some 
but 200 from substandard tenements. 
The land and planning alone cost 
$47.5 million, plus another $7 million 
to improve it; the Federal grant of 
$27.3 million is one of the largest for 
a single project in Title I. Construc- 
tion contemplated for the entire proj- 
ect will run well over $250 million. 
While sponsorship for a large part 
of Lincoln Square has come from non- 
profit civic organizations, particularly 
Rockefeller residential 
known as 


interests, the 
segment “Lincoln 
belongs to Webb & Knapp. Here, on 
an 18-acre site adjoining the Center, is 


lowers” 


rising a $92 million collection of high- 
rise apartment buildings. Two of the 
1.400 


occupancy next spring; 


will be 
ready for the 
four others, scheduled for completion 
by 1964, some 2,600 
apartments the New 
York market for middle-income hous- 


towers with units 


will provide 


more. Unless 


ing collapses—and it now seems one 


of the strongest segments of the city’s 
Webb & Knapp’s Lin- 
pay off 


realty market 
coln Towers venture should 
handsomely. 

another 


Around the nation, 


ambitious project has come out of 


many 


“comprehensive” planning. In Phila- 
delphia, for one, is the aforementioned 
“Eastwick” development. Covering 
more than 2,500 acres, it has been 
authorized $35.9 million in Federal 
grants, against a total project cost to 
the city of some $115 million, and a 
net loss of $70.3 million. It also is 
the largest project involving Reynolds 
Metals as a sponsor. 

Reynolds’ part of Eastwick-——which 
will be 50 per cent taken up with 
industrial and commercial buildings— 
is, in turn, a half-interest in the spon- 
sorship of a predominantly residential 
section. The aluminum company will 
be responsible for 5,000 dwelling units, 
as well as industrial-commercial struc- 
tures, costing an estimated $130 mil- 
lion. The community plan under 
which the entire development has 
been laid out will constitute the most 
striking set of buildings in Philadel- 
phia. Since this is a five-year pro- 
gram, barely underway, Reynolds does 
on sales of the 
at least 


not expect its payoff 


buildings) to begin for two 


years. 


> > > . . “The concept of urban 


renewal, as a joint undertaking by 
public and private interest, is little 
more than a decade old. The first 
of the post-war Housing Acts, passed 
in 1949, stated as national policy that 
the program should encourage 
private investment at a fair profit. 
It established as Government's 
responsibility the prior clearing 

of slum blight and the assembling 
of potentially prime acreage.” 


In Baltimore, the biggest of several 
projects afoot is the downtown Charles 
Civic Center. A skyscraper of 23 stor- 
ies combining glass and aluminum in 
a Ludwig Mies van der Rohe design, 
will serve as the focal point of a large 
central-city area of 32 acres devoted 
entirely to commercial renewal. So 
far, the development has attracted sev- 
eral companion structures, such as a 
massive, $24 million Federal building. 
The Center itself, on which an esti- 
mated $12 million will be invested, is 
well underway as the largest of the 
private facets of the project. The spon- 
sor, selected after spirited competition 
between six Title I developers, is Man- 
hattan Structures, the Chicago firm. 

In Norfolk, too, the midtown area 
is being literally transformed by Title 
[ projects which may affect the whole 
city’s future growth. Three develop- 
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ments, on Federal grants totaling $20 
million, are wiping out some 400 acres 
of blight, including nearly 5,000 sub- 
standard dwelling units. Of these, the 
biggest is the “Downtown” project, 
accounting for half the acreage, on 
which is projected a complex of office 
buildings, another of retail stores, a 
major civic center, middle-income and 
public housing, and a striking motor 
hotel. 

The feature of the plan is the motor 
hotel, just completed on an imposing 
five-acre site at the head of the down- 
town area known as the Golden Tri- 
angle {Norfolk’s former Skid Row). 
Here, as noted, Futterman Corp. is 
co-sponsor in a joint venture, and will 
be the operating company. Already, 
the 400-room (including 15 public 
rooms) house has attracted $3 million 
in convention business to Norfolk and 
is expected to bring in an annual $10 
million from such visitors. For its 
size, Norfolk’s urban renewal is per- 
haps the most ambitious to date in the 
nation. 

Countless other big-city plans are in 
the works. In Detroit, Miami, Seattle, 
Dallas and Santa Monica, for exam- 
ple, comprehensive planning has given 
birth to a large project, or is about 
to. Lousiville has awarded tentative 
sponsorship of another community- 
wide project to Reynolds. Its plan is 
for a riverfront development with 
1,000 high-rise apartments, a motel, 
restaurants, and other commercial and 
recreational facilities. Proposed cost 
of the entire project is $20 million. 
Louisville has applied to the URA for 
approval and a starting grant. New- 
ark, as noted, is about to launch a 
$95 million program under co-spon- 
sorship of Major Realty, the firm now 
merging with Food Fair Properties. 
On 27 acres west of Pennsylvania Sta- 
tion, construction soon will begin on 
a $2 million motel and restaurant, a 
20-story office building and 17 multi- 
story luxury apartment buildings. 

On the other coast, Perini, which 
offered $17.3 million of common stock 
publicly last June, has landed the 
equally massive San Francisco project 
called “Golden Gateway.” On a 20- 
acre site adjoining both the water- 
front and the financial center, the 
sponsoring partnership, 60 per cent 
held by Perini, hopes to begin building 


next year a complex of eight 22-story 
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AN MBA EFFORT IN BEHALF OF FHA 


O SINGLE activity which MBA will under- 
take this year is more important or more vital 
to Association members than the one which is ag- 
gressively underway at this moment: namely, our 
determined effort to do what we can to assist FHA 
in eliminating the road blocks and deterrents which 
have accumulated in its path and which have 
made the agency’s 203 and 207 program something 
less than the efficient insuring systems they have 
been in past periods. A special committee has been 
named—or, rather, it is conceived as something 
more than that, more of a special task force—of 
which Herschel Greer of Nashville, chairman of 
the FHA Committee this year, is chairman. Other 
task force members are Lon 
Worth Crow, Jr., Miami, chair- 
FHA 
Committee, Carey Winston of 
Washington, D. C., Donald 
McGregor of Houston and C. 
A. Bacon of Denver. Each one 
is experienced in FHA opera- 
tion and procedures and each 
one can be depended upon to 
tackle the job ahead with vigor 
and determination. 


man of last year’s 





Carton S. Stallard 


To use a rather hackneyed 
phrase, FHA is at some kind of a cross-roads today 
and the crisis has been developing for some time. 
Every mortgagee knows of the lengthening proc- 
essing time for the issuance of conditional and 
firm commitments on single family homes now 
stretching so far into the future that FHA has, 
more and more, been losing its competitive posi- 
tion in the issuance of loans on single family homes. 
The point has been reached when many are seri- 
ously questioning whether FHA can continue to 
exert anything like the influence in home mort- 
gage financing that it has in the past. 

To see that it does continue to be the great 
and powerful force in home building, home financ- 
ing and as a highly necessary cog in our economic 
machinery is the purpose of this new MBA task 
force. 

What has happened is partly not FHA’s fault. 
FHA is still one of the great achievements of gov- 
ernment. It has a fine staff and has been headed 
by able men, including its present Commissioner, 
Neal Hardy. Commissioner Hardy is extending 
every assistance to MBA in seeking to find ways 


and means to simplify FHA forms and procedures. 
The Agency has been assigned so many new, un- 
tried, special purpose programs that in assimilating 
them and in educating its own personnel, the old 
203 and 207 programs have been pushed aside and 
neglected. 

Now what, specifically, have we set out to 
Principally, the objective is to cut the 
time necessary to issue conditional commitments 


achieve? 


and to convert conditionals into firm commitments 

—cut it way down—without sacrificing any of the 
safeguards and protection which are so much a 
part of the FHA system. 
suggesting some predetermined guide which would 
make approval of credits by approved mortgagees 
possible. The use of temporary personnel in dis- 
trict offices plagued by bottlenecks has already been 
authorized in emergencies—this last factor, simple 
as it would appear, probably is at the root of much 
of FHA’s slow-down. We are considering with 
FHA simplification of subdivision approval by ac- 
cepting, under certain circumstances, approval of 
local planning boards or engineers. An expansion 
of the Certified Agency Program has been discussed 
and the further assignment of additional fee ap- 
praisers if needed and requested by district direc- 
tors. These are some of the matters under review. 
While this effort is proceeding, I would appreciate 
hearing from members as to any ideas they may 
have. They will receive the most careful attention. 
Remember that what is being done is to attempt 
to lend the combined knowledge and experience 
represented in MBA to helping FHA do the most 
efficient job possible as the agency is presently con- 
stituted. It should be added that we are not trying 
to completely remold it or to turn it away from 
some of the many, many special programs which 
it has added in recent years—and which many of 
us believe take FHA farther and farther away from 
its original concept. These are legislative matters 
We want to see 


As one means we are 


outside our efforts at this time. 
FHA the best and most efficient agency possible, 
doing the job we know it can do and maintaining 
the place to which it is entitled in the home financ- 
ing system. Again, members’ suggestions on any 
phase of this task are earnestly solicited. 


burl 6 belief 
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Fundamentals in Financing 
Nursing Home Loans 


ESPITE the fact that in recent 

years we have witnessed a sub- 
stantial improvement in the stature of 
the nursing home industry and the 
quality of nursing homes, there still 
exists in many areas the feeling that 
the proprietary nursing home is not 
well regarded, either by others in the 
health field or by the public. Part of 
this may be due to the mutual mis- 
trust 
profit making and non-profit organiza- 
tions share the same sphere of opera- 
Nevertheless, much of the pro- 
status 


inherent in situations where 


tion. 


nursing homes’ low 


ascribed to past reports of 


prietary 
must be 
poor personnel and medical care found 
in some. Many who have no aware- 
ness of the changes that are taking 
place in the industry still consider a 
nursing home as a “cluttered fire trap; 
a dreary old converted mansion; or a 
run-down derelict house where the 
old and the sick must wait out their 
bleak, uncomfortable 


The 


home as a 


final days in 
concept ol the 
still 


These same feelings and atti- 


surroundings.” 


nursing last refuge 
eXIsts, 
tudes prevail in the field of housing 
elderly. It is this kind of 


which must be overcome 


for the 
thinking 
and, in its simplest terms, is a process 


of education. 


here is also the problem of educat- 
ing the investor. In the field of hous- 
elderly, it has 
problem of educating the potential res- 


ing for the been a 


ident, as the federal government has 
been providing most of the financing 
to make the construction of these proj- 
ects possible. We have lived through 
such an experience in my own city of 
Denver, where we now have seven 
housing for the elderly projects in ex- 
istence and five more on the planning 
boards. The elderly population has 


accepted this type of living, but it was 
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Of all the so-called new horizons in mortgage loan financing, 
one that has excited particular interest is that of nursing homes. 
But in the total of mortgage financing, it’s still tiny. Much 
educational work is yet to be done and, as always, there is the 
problem of showing investors the advantages of loans of 

this type. Of the limited experience accumulated so far, one 
fact stands out: the key is management. Mr. Boucher, 

who has had some experience in the field, sets forth some 
essential points to consider in loans of this kind. This is 

the portion of a longer text of interest to mortgage bankers 
looking at nursing home loans for the first time; another 
portion was included when he spoke at the convention of the 
Nursing Homes Association recently and included a simple, 
easy-to-grasp story of what mortgage bankers do, how they 
operate and what interest and activity can be expected of 

them in this form of financing. This, like similar appearances 
of MBA members before pension fund associations and 

other groups, are all a part of a general educational effort 


in behalf of the mortgage 
industry and those who 
comprise it. 


not without problems in the begin- 
ning. 

To those of 
the changes that have taken place in 
this that, to- 
day, nursing homes are no longer the 
“black sheep” of mortgage financing 
and have come into their own in what 


us who are aware of 


industry, we can say 


appears to be a big way. To some of 
the experts, we are having a nation- 
wide boom in the construction of nurs- 
ing homes, but we still have a long 
way to go. 

A far cry from its own stereo-typed 
image of the past, the nursing home of 
today is a complex and highly efficient 
business, and it is also a profitable 
business. 
investor is 


An institutional some- 


times quite content to follow the poli- 
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By ROBERT G. BOUCHER 


Mortgage Investments Co., Denver 


cies with which he has lived for many 
years, providing he is able to find an 
adequate supply of investments, which 
has been the case for the past several 
years. It is not likely that he will wake 
up some morning and decide that he 
wants to make nursing home loans. 
The usual procedure is one of contin- 
uing inquiries by his mortgage corre- 
spondent or other sources regarding 
his interest in a particular type of 
loan. The initial reaction to our in- 
quiries about nursing homes was, “We 
don’t understand this type of invest- 
ment, we have never made one. How 
do you underwrite one of these loans?” 
In our company, we have always at- 
tempted to supply as much informa- 
tion as possible about any new type 
of investment to our investors, in an 


effort to assist them in understanding 
what we are attempting to do. Sooner 
or later, these inquiries will excite their 
imagination to the point where some 
will investigate for themselves the plus 
and minus factors of a new field of in- 
vestment. I think this is the situation 
we have today in the field of nursing 
homes. 

Recently I contacted many investors 
regarding this subject in an effort to 
better understand their attitude. With 
several of them, the answer was the 
same: “We are studying them very 
seriously and are hopeful that in the 
very near future we will have estab- 
lished and be 
able to entertain submissions.” 

One very difficult problem from the 
mortgage financing point of view has 
been a great lack of information on 
which to make sound judgments as to 
what is and isn’t a good nursing home 
To cite an example of 
the scarcity of this 
wrote the National Association of Real 
Estate Boards which maintains an 
extensive library on the general sub- 
ject of real estate. My letter requested 
information on the appraisal of nurs- 
ing homes. The reply was: “During 


underwriting criteria 


investment. 
information, I 


the last few weeks, we have received 
other inquiries about the appraisal of 
nursing homes. Every time we have 
made an extensive search, but to no 
avail. There simply seems to be noth- 
Need- 
less to say, as we have more activity 
in this field, there will be more facts 
but unfortu- 


ing in print about this topic.” 


available, 
in a difficult period 


and figures 
nately, we are 
now. 

It is my 
nursing home should be the type of 
investment in which the financial mar- 
ket be interested. It is, after 
all, the type of enterprise from which, 


sincere opinion, that a 


would 


with intelligent business practices, an 
excellent return can be made. It is 
indeed as one mortgage lender sums it 
up, “ a first rate deal.” The physical 
security is terrific and it is not just a 
brick and mortar thing. It is a very 
serious enterprise, dealing with human 
life, not just a commodity, 

Despite the many variations of the 
definition of what is or isn’t a nursing 
home, the fact remains that these fa- 
cilities, by whatever name they might 
be called, are far too few in number. 
Congress, recognizing the deficiency, 
lent its assistance by adding to the 
Housing Act of 1959, a Section 232. 


This is the section which authorizes 
the FHA to insure mortgages on qual- 
ified proprietary nursing homes. As 
spelled out in the law, the purpose of 
Section 232 is “to assist in the provi- 
sion of urgently needed nursing homes 
the and treatment of con- 
valescents and other persons who are 
not acutely ill and do not need hos- 
pital care, but who require skilled 
care and related medical services.” 
The government's program has been 
by far the most important factor in 
overcoming the problems of financing 
new nursing homes. With the ad- 
vent of the FHA program, some in- 
vestors have been willing to make 
these loans without much regard for 
facts and figures, knowing that they 
have an umbrella their head, 
namely, the FHA insurance of then 


for care 


over 


>>> 


the black sheep of mortgage financing and 


the increase to 90 per cent will in- 
crease the activity of the program, 
with the end result of seeing it put to 
greater use, There is some concern, 
however, that the 90 per cent maxi- 
mum would tend to make it too easy 
for some of the wrong types of indi- 
viduals to get into this business, With 
only a 10 per cent equity, too many 
individuals might be encouraged to try 
their hand in running a nursing home 

people who couldn’t make a go of 
it. One disastrous result could be cut- 
throat competition which would serve 
only to lower the standards generally. 
I do not feel that this is a serious prob- 
lem. With the underwriting require- 
ments of the FHA office, plus the re- 
view of the sponsor by the mortgagee 
and the investor, they will certainly 
weed out those people who should not 


“Today, nursing homes are no longer 


have come into 


their own in what appears to be a big way. To some of the 


experts, we are having a nationwide boom 
but we still have a long 


nursing homes 


>>> 


nursing homes easter and more 


in the construction of 
way to go. 


“In making the process of building 
attractive for the mortgage banker 


and for the investor, the federal government's role, through 
its special program of nursing home insurance, is a most 


effective contributing force. 


Reduction of the risk, through FHA 


insurance, enables an increasingly greater volume of funds to be 
brought out of the private sector of the economy. 


loan. This has given them an oppor- 
tunity to learn nursing 
home loans by actually adding them 
to their portfolios instead of taking a 
purely theoretical approach. The old 
cer- 


more about 


saying, “you learn from doing” 
tainly applies. 

Originally, these mortgages carried 
a 5% per cent rate and, therefore, 
could have sold on the then existing 
market only at substantial discounts. 
This combined with the 25 per cent 
equity requirement made it very diffi- 
cult for the program to off the 
ground. In June of last year, the rate 
was increased to 534 per cent, and in 
February of this year, under President 
Kennedy’s direction, it was brought 
down to 5¥2 per cent, and later it was 
brought back to the original 5% per 
cent. The big change, however, in 
the new housing bill was the increase 
in the maximum insurable mortgage 
amount from 75 per cent to 90 per 
cent of the FHA estimated value of 
the property. It is our opinion, that 


get 
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be allowed to take advantage of this 
program. 

It is true that many potential bor- 
rowers shy away from a government 
program for one of many reasons, but 
having pioneered Section 231 Hous- 
ing for the Elderly, and having some 
experience in Section 232, I can say 
that the problems involved in putting 
together a project with your local 
FHA office are not as great as one 
might expect. We must 
that the program is still new and that 
red tape and delays are inevitable to 
some degree. To undertake a project 
involving millions of dollars is not 
done overnight, and neither is it done 
in a few months. 

Two other government programs 
which have assisted greatly in the con- 
struction of new facilities have been 
the Small Business Administration and 
the Hill-Burton Program. 

The Small Business Administration 
provides participation loans jointly 
with commercial lenders, and direct 


remember 
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loans to nursing homes that are pri- 
vately owned and operated for profit 
if they meet the definition of a small 
namely, annual dollar vol- 
exceeding one 
million Such for 
the construction of new facilities, ex- 
of existing 


business: 


ume of income not 


dollars. loans are 
pansion or improvement 


facilities, or for working capital. The 


last report I saw indicated that the 
SBA had made 165 loans, totaling 
over $914 million. 


litle Six of the Public Health Serv- 
ice Act as amended (The Hill Burton 
Act) authorizes $10 million annually 
of federal assistance for the construc- 
tion of nursing homes to be matched 
by eligible public and voluntary non- 
In 1958 they 
participated in 16 projects; in 1959, 
13 projects; in 1960, 19 projects; and 
first 8 1961, 16 


profit project sponsors 


in the months of 
projec ts 

rhe starting point for the appraisal 
approach to nursing homes is the firm 
that 


a business. 


recognition this is a process of 


valuation of The physical 


property cannot be separated, and 
finds its only and best use in the con- 
the 


this vital 


duct of an operating business 


nursing home business. In 
respect, nursing homes are similar to 
motels in that distinguished 


from other commercial and industrial 


they are 


properties where a rental income is 
determined by alternative uses and a 
variety of competitive users, whose 
the real 
for its and 
The landlord of a 


nursing home finds himself in a posi- 


businesses are unrelated to 


estate, except location 


housing purposes. 
where he cannot, as a store 
property rent to a hardware 
merchant if a clothing shop fails. He 
cannot, as an industrial plant owner, 
manufacturer 
manufacturer 


tion 
owner, 


rent to an electronics 


when an auto parts 
moves away from the property. The 
nursing home owner will, in the course 
of time, lose old tenants and obtain 
still 
the 


nursing home business, and the value 


new ones; but his property is 


committed as an investment in 
of his property will be conditioned on 
the ability to operate it successfully 
as a nursing home. Consequently, as 
we say in the mortgage business, this 
is a management loan and not a real 
estate loan. There is no way to em- 
phasize strongly enough the impor- 
tance of management. One of the first 
questions we hear from an investor 
and who are the 


is “what manage- 
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ment? What is their experience? Do 
they know what they are doing?” I 
think one important factor is that 
there be established some uniform ac- 
counting system so that the operations 
of various homes can be compared and 
from which sound conclusions can be 
made on which to base investment de- 
cisions. 

Having mentioned the importance 
of management, let us look at some of 
the other criteria to which I think 
most loans must conform. With many 
investors, there can be quite a varia- 
tion in such things as loan per bed, 


loan per square foot, loan to total 
value, ete. 
Need: The need for the facility 


should be substantiated by a careful 
analysis of the requirements of the 
community and existing related facili- 
ties. In most parts of the country to- 
not be too difficult to 


day it would 


substantiate this need. 

Location: The project should be in 
an area where public transportation is 
available and reasonably close to doc- 
tors’ offices and hospitals, which are 
a natural source of business. The most 
desirable location is generally in a 
basically residential area. 

Program: The borrower must sub- 
mit a program as to his proposed plan 
of operation. This should include the 
number of beds, services to be ren- 
dered, types of guests to be accommo- 
dated, charges to be made, informa- 
tion about the physical plant, some 
statement regarding its competitive 
position, and a projected income and 
expense statement. 

Structure: If the building is in ex- 
cess of one story, it must be of first 
class, fireproof construction, with the 
usual wide halls, handrails through- 
out, air conditioning with individual 
room controls, dining and kitchen fa- 
cilities, and some type of recreational 
area. The design must be such that it 
provides for good traffic flow so that 
proper care can be given with mini- 
mum effort and expense. 

Size: The minimum size to be eco- 
nomical should be 40 and 
90 beds. A hundred beds plus is re- 
quired where you have a professional 
administrative staff. To many in- 
vestors, the entire concept of the 
modern nursing home is for a com- 
plete approach to the restoration of 
the patient to normal daily living. 
Therefore, he likes to see, and in some 


between 


1961 


cases requires, full time professional 
nursing care and medical attention, 
physical therapy, case work service, 
psychiatric attention when necessary, 
recreational therapy, and a genuine all 
around attempt at rehabilitation. I 
shall have to admit that those require- 
ments are all-inclusive. Under no con- 
ditions should private rooms exceed 
10 per cent of the total number of 
rooms, unless some peculiar situation 
should dictate the necessity for more. 

Approval: State and City approval 
of plans or whatever is required in a 
particular area is necessary. 

Operations: From the 
point of view, management can either 
make or break the project. With max- 
imum financing, the break-even point 
in a well-operated project will vary 
somewhere between 60 per cent and 
70 per cent of occupancy. 


investor’s 


Working Capital: Despite the short- 
age of modern nursing homes, no in- 
vestor is deceived into thinking that 
just any new facility will be im- 
mediately accepted by the com- 
munity, or that there can be no ques- 
tion of the immediate success. Working 
capital should never be less than 5 per 
cent of the amount for which a mort- 
gage loan commitment is _ issued. 
Actually, 10 per cent to 15 per cent 
is more realistic. Under the FHA 
program, this amount is determined 
by the local FHA Director, but is a 
minimum of 2 per cent. To quote 
one of our investors on this subject: 
“We must be assured of competent 
and experienced people with adequate 
resources to complete the contem- 
plated construction and operate the 
new facility until accepted by the 
public.” 

Sponsors: Doctors, especially those 
of the highest standing in the com- 
munity, with a financial interest in the 
home, lend a considerable amount of 
security to such an investment. 

Expenses: Generally, operating ex- 
penses should run somewhere between 
65 per cent and 75 per cent of gross 
income of which salaries for the staff 
will amount to 50 per cent to 70 per 
cent of operating expenses in a good 
home. As is obvious, operating costs 
are greatly affected by the wage scale 
in various parts of the country. 

Costs: From the information avail- 
able, there is a great variation in the 
cost of construction of nursing homes 
due primarily to the kinds of services 








being offered and the difference in 
labor and construction costs across the 
country. As of June 30, 1961, the 
FHA had 59 active new projects 
totaling 4573 bids. As nearly as I can 
tell, the average cost per bed in these 
projects is approximately $7,100 not 
including moveable equipment. 
Because of the attractiveness of the 
nursing home as a product and as an 
economic necessity, the amount of ac- 
tion in this field is destined to in- 
crease steadily until the problem is 
solved. A safe prediction to make, 
because all evidence is pointing toward 
it, is that the development of nursing 
homes in this country is going to be 
successful. And, because American 
ingenuity and enterprise is respond- 
ing to the challenge, the overall level 
of quality for nursing homes through- 
the being increased 


materially. 


out country is 


Not only is the need a great one, 
but as a result of the modern, new 
concepts influencing style and design, 
a broad new market is developing. 
People, who a few years ago would 
never even have considered the 
thought of taking up residence in the 
old run-down, establishments which 
all-too-often passed for nursing homes, 
are today signing up on waiting lists 
for admittance. Gone, too, is the 
stigma of being “shut away” by one’s 
own family. 

In making the process of building 
nursing homes easier and more attrac- 
tive for the mortgage banker and for 
the investor, the federal government’s 
role, through its special program of 
nursing home insurance, is a most ef- 
fective contributing force. Reduction 
of the risk, through FHA insurance, 
enables an increasingly greater volume 
of funds to be brought out of the pri- 
vate sector of the economy. 

It’s a simple formula: You reduce 
the risk to the person who puts up 
the money, the money becomes more 
readily available, and the work which 
needs to be done, gets done! 

In the field of nursing homes, as 
well as housing for the elderly, it is 
sometimes difficult to separate the cold 
hard facts of business from the emo- 
tional and sympathetic feeling one 
develops for many of our elderly citi- 
zens. This is particularly true when 
you have the opportunity to work 
directly with the development of the 
project and to come in contact with 


the people it serves. As I have learned 
in the work we have done, everything 
that makes the elderly person more in- 
dependent, yet more confident of the 
fact that his presence is welcome, in- 
creases their capacity to love and be 
loved, and it is only by providing an 
environment in which the gift of love 
will be more easily interchanged, that 
old age can be kept from shrinking 
and dying until what is left of life is 
only a dismal waste. 
OPPORTUNITIES IN BLIGHT 
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apartment houses, a 25-story office 
building, a 1,300-car public garage, 
some 100 town houses and a block- 
square park. Perini bid against eight 
other redeveloper groups, offering the 
architectural plan with a proposal of 
$8.5 million for the land. 

In nearby Los Angeles, finally, the 
hottest national 
Title I list is up for bidding—the 135- 
acre Bunker Hill slum-clearance proj- 
ect, which already has set the city back 
by some $65 million in land-and-plan- 
ning costs (on which it figures to lose 
$22.3 million) and has been awarded 
$15 million in Federal grants. As a 
commercial-residential complex, 
Bunker Hill will rival the highly-pub- 
licized, non-subsidized Century City 
assuming the latter gets off the ground. 
From all appearances, every major 
Title I builder in the country is com- 
peting for sponsorship. 

Obviously, urban renewal is only 
getting started. The increasingly im- 
pressive financial credentials of those 


item on the current 
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on the ground floor are matched by 
the widespread demand for their serv- 
ices, stimulated by recent Federal 
housing policy. One certainty is that 
the firms specializing in Title I today 
will become more deeply involved in 
the years ahead. Many in the indus- 
try, indeed, predict that perhaps a 
dozen strong development firms soon 
will emerge, to do almost nothing but 
urban renewal. Reynolds’ subsidiary 
already approaches that status; Webb 
& Knapp gives indications of putting 
its own Title I activities in a separate 
division or subsidiary operation. What 
reward they, or others, will reap in 
this spanking-new field only the future 
will show. For the moment, it’s clear 
that many of the nation’s key builders 
think they see a bonanza in blight. 
More significantly, important long- 
term money is backing them up. 


>» DISSENT: Everytime a city has ac- 
cepted a federal aid program, it has 
lost some of its rights to central gov- 
ernment bureaus. In the last 30 years, 
there has been a major program a dec- 
ade: federal public housing, federal 
slum clearance, federal urban renewal. 
So says the U. S. Chamber. 

Now the trend is accelerating, it 
adds. This year, through the Housing 
and Depressed Areas Act, the federal 
government acquired partial control 
over commercial and industrial de- 
velopment in cities that it subsidizes. 

“Next year Congress will be pressed 
by the Administration to create a De- 
partment of Urban Affairs, in effect a 
department of local government.” 


WE ARE 
GROWING 
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CALIFORNIA 
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HAT versatile old pragmatist, 

Ben Franklin, is responsible for 
the wall motto, “Honesty is the best 
policy,” and many other wise saws 
which appeared in Poor Richard’s Al- 
manac. But was he right? Is honesty 
a policy or a principle? 

Good ethics in the broad sense is 
amply covered by the Golden Rule, 
but broad concepts are not always 
easy to apply. In the complexity of 
world competition, many trying situa- 
tions arise to test the conscience of the 
individual. In these situations there 
can usually be found (1) an area ol 


debate about the proper ethics, (2) a 


when the choice costs them time, 
money, or the sacrifice of a temporary 
advantage over competitor or neigh- 
bor. A really sensitive conscience is 
apt to confuse scruples with principles 
and give the other fellow the benefit 
of any doubt. Conscience, in the 
words of Kant, is “an instinct to pass 
judgment on ourselves in accordance 
with moral laws,”” and moral law is a 
better mirror of duty than any man- 
made discipline. 

The dictionary, in defining ethics as 
“the science of moral duty,” adds in 
an explanatory comment: “Absolute 
ethics affirms an unchanging moral 


BUSINESS ETHICS: 


POLICY OR PRINCIPLE? 


Two years ago an editor wrote an article for his magazine 
on business ethics and in it he expressed so well a credo for 





A. M. Sullivan 


good business conduct and the right principles 
to be followed that his words have lived on. 
This is that article, published here by 
permission of the author and his magazine, 
Dun’s Review and Modern Industry and under 
the sponsorship of MBA’s Ethics and Standards 
of Practice Committee headed by MBA 
Second Vice President Carey Winston. These 
are words of wisdom for these times, a pattern 
of conduct to which just about everyone 


would like to subscribe but which—as the 


intervening two years since it was written have demonstrated 





not everyone does. Mortgage banking has, during its own 
period of modern growth, established what can rightfully be 
called a good record for ethical dealing. Reminders of the right 
standards of business conduct such as Mr. Sullivan sets forth 
here will help to keep it good. Mr. Sullivan has been with 

Dun & Bradstreet for 28 years, has written hundreds of articles 
about and for business executives and numerous books as well. 


passive acceptance of custom or meth- 
od which taxes ethical definitions, or 
3) a flagrant abuse of fact which is 
inexcusable on ethical grounds. 

In reality, there is scarcely an how 
of the day when the business man is 
not called upon to make ethical judg- 
ments among employees, customers, 
stockholders, and the public. Men of 
strong moral principles make many 
ethical decisions instinctively, even 
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code; relative ethics regards moral 
rules as varying in the human devel- 
opment.” Here is a key to modern 
problems in ethical behavior, ethical 
example, and ethical leadership. 
Absolute ethics includes the disci- 
plines of the spirit. Relative ethics, 
like regulatory law, is easily amended 
by circumstance. In business and in- 
dustrial relations, relative ethical 
standards advanced a little in the 








nineteenth century and a lot in the 
twentieth century. But ethics needs 
the indignation of the spirit to give 
added impact to its force in behalf of 
the rights, privileges and dignity of 
man. 

Behind most ethical offenses are the 
half-truth, the mental reservation, the 
selective reasoning which weaken the 
sense of verbal agreement, the under- 
standing of a responsibility. Staying 
within the law is never a guarantee of 
acceptable ethical conduct. In fact, 
the law itself on occasion can and does 
encourage unethical behavior. In any 
vast organization of people, the bewil- 
dering impact of numbers makes it 
difficult to maintain a sharp ethical 
focus on the rights of the individual. 
One of the dangers of group decisions 


By A. M. SULLIVAN 
Editor, Dun’s Review 
and Modern Industry 


The code of the mortgage 
banker is the standard of 
conduct to which all can adhere 


is that the broad, impersonal judg- 
ment lays a heavy hand on the just 
and unjust, the skilled and unskilled, 
the energetic and the lackadaisical. 

Actually, there is no easy distinc- 
tion between the morality of the cor- 
poration and the morality of the indi- 
vidual. The corporate conscience must 
be interpreted by individuals. Policies 
established by group management 
place an executive and administrative 
warrant on the individual to perform 
definite assignments of an ethical na- 
ture in practically every step and every 
level. 

If an act is legal, is it necessarily 
ethical? A judge indicted for suborn- 
ing in a real estate deal made the 
technical defense that “I did nothing 
illegal.” To stay within the law but 
outside the pale of ethical behavior is 
the device of the trickster who uses 
Blackstone as a shield for his acts of 
deceit. 

Ethical behavior is concerned above 
all with human values, not with legal- 
isms. Most law applying to business is 
regulatory, and often it has nothing 
to do with civic virtue or commercial 
rectitude. In some communities, there 


is local option on liquor sales. Gam- 
bling is permitted or restricted in vary- 
ing degrees by the several states. Speed 
laws differ according to the whims of 
local ordinances. Sunday retail sales 
are permitted, limited, or forbidden 
by state or city laws. Here there is no 
intrinsic problem of good and evil, but 
rather of public attitude or conveni- 


commercial failure are limited to the 
nature of the risk. Most companies or 
individuals “going through the wring- 
er” represent a shrinkage of receiva- 
bles for their suppliers, who accept 
these losses as part of the risk of trad- 
ing for profit. After a bankruptcy 
composition, some individuals shrug 
off their obligations and silence con- 





Mortgage Bankers Association 
of America 
CANONS OF ETHICS AND 
STANDARDS OF PRACTICE 


~lpproved by the ‘Board of Governors September 19, 1959 


PREAMBLE 


WHEREAS, the purposes for which this Associction was orgonized, os stated in the Corporate Chorter, ore 

To preserve and improve the mortgage banking correspondent system and to encourage its use in the making and servicing of mortgage loon investments; 
To encourage among its members sound business practices and methods in the moking, morketing, and servicing of real estote mortgage loans; 

To inform its members of changes of mortgage lows and as to pending legisiotion affecting the real estate mortgage business; 


To sponsor meetings for the discussion of real estate mortgage problems; 


To cooperate with pubiic and private ogencies in the establishment of sound real estote opproisel practices.” 


WHEREAS. the Members of this Associotion ore mindtul Vv 


Stonderds of compemsonon tor the leginmote use 


ntention of rejecting the loon term opplied for ond 


that the soundness. usetuiness prosperity ond future of 
Mortgage Banking depend upon the honor, integrity 
and fidelty of oll personnel engaged in this business 


THEREFORE, BE IT RESOLVED. thot each Member of this 
Associohon recognizing his responsibilty in the odmin 
stration ond comservanon of the interests commined 
to hum ond comscious of the confidence reposed in him 
does establish ond pledge that he will observe and main 
tom the following stonderds of conduct in his deohings 
with the public ond with other Mortgage Bonkers 


1 Mortgage Bonking in its relotion to the public stonds 

1 @ UmQve poshon. Ih foundation 1s integ ity mh sper 
structure, judgment. While this Association cannot en- 
dow it) member, with judgment. per se 11 con and does 
demand of them that integrity of purpose which, when 
opphed to the sxrence of mortgage banking. compel 
such obedience by the member to estoblished rules 
governing the volveton ond onolyss of real estote 
offered os security os will oftord odequote protection 
to the public which he serves or to whom he sells. 


uu. Of the duties ond obligations devolving upon o 
member mortgage banker, there 1 none greater thon 
thet of loyolty to the protection of his investor, He sholl 
gvord hes chents investments more reolously than he 
does his own, he must meosure up to the confidence 
ploced in him by serving cbove ond beyond mere 
contractvel obligations. He must preserve the integrity 
of the loon opplicaton ond opproiers report when 
submitting copies of some for consideration ond he 
must have omple reason for believing thet sch docu 
ments speok the truth regarding the property covered 


HW. In the selection and oppronal of property tor loon 
purposes, the mortgage banker must first toke into 
conuderohon the requirement of hi investor ond be 
true to hes trust Me must not conuder clone oh present 
day intrinsc volue. but as well i odaptabslity, chor 
octer, permanence. productivity ond locaton present 
ond future. No mere mathematical calcvlotion will 
suffice, but every element of valve shall be considered 
” order ot once to ascertoin its investment valve ond 
do justice to the borrower 


of mortgage money ove well established in the various 
communities. The occeptonce of @ larger sum by o 
mortgage bonker in conuderahon of an obnormol 
advonce. 1 @ prochce fraught th grove dangers ond 
brings the member into shorp conflict with the principles 
of this Association. The borrower sflers by being 
permitted to overborrow ond the investor 1 nwred to 
the dishonor of our institution. therefore. such troms 
actions shall not be entered inte 


V. “No mon con serve two masters”; therefore, @ mort 
gage bonker must not act in @ dual capacity by edding 
his endorsement to 0 loon project on property in which 
he has on unduclosed interest 


Vi. The Mortgage Banker sholl hold inviclote ony 
ntormation given him in confidence by his chent. This 
canon sholl not be comtrved to proscribe the use of the 
furnished date in the reasonable purwwit of the pur 
poses for which such imtormotion wos transmined 


Vii. The Mortgage Banker sholl fomiliorize himself 
with oll ospects of the mortgage banking industry so 
thot he may integrate properly the vorous interests 
ond problem: which contront him darly. including but 
not hemted to the followmg 


2) Reol estate opproming 


b) Commercial low 0: it applies to the mortgoge 
banking industry 


<) Credet evelvaton 


a 


Federal ond State legislation offecting the 
mortgage banking industry 


¢) Proper servicing procedure 


Viti, Atl ore! ogreements sholl be occorded the some 
sanctity given to written contracts, ond no ogreement 
oF commitment made by o Mortgage Banker sholl be 
breached by evowon of equivoranon 


1X, ft sholl be deemed unethical for any member to 
quote to © prospectrve borrower interes! rotes or other 
loon terms impossible or unlikely of reahzoton with the 


moking © subsequent counter offer 


X. A member who hos procured ond accepted o com 
mitment trom an investor to purchase © loon originated 
oF to be onginated by the member, shall delwer such 
loon os provided for on the commitment, unless delivery 
hall be prevented by reasons beyond the control of 
the member 


XI, The deporture of advertising copy from © clear 
simple ond truthtul statement of fact 1 comtrory to sound 
business proctice ond is unethical. The Mortgage Banker 
shall not odvertse financing terms which do rot repre 
sent the terms generally ovorloble through his effort. 
unless the odvertising copy expressly sets forth the 
special qualifications pertinent to the financing terms 
odvertned 


XH The Mortgage Banker shall momntamn ond depost 
on specol eccounn seporote ond oport trom personal 
oF other burners occounts, oll moneys recerved as trust 


or escrow bunds 


xin, The Mortgage Banker sholl we olf efforts ot his 
command to effect the proper servicing of the accounts 
entrusted to his care. This duty sholl be performed with 
on owareness that @ conmcientous dischorge of the 
obligonons to both principal ond debtor will result on 
nereased respect of the community for the mortgage 
banking industry 


XIV. Recognizing thot the reliability of oll Mortgage 
Bonkers 1s brought into queshon when one member tors 
to corry out his responsibihties ond recogmaing that by 
contract @ Mortgage Banker » obligated to represent 
his principal for the entire life of the loon, o mortgage 
bonker sholl not enter into servicing contrac which do 
not provide odequate compensation in his udgment to 
cover the cost of his services over the entire period of 
his contractvel obkgoton 


XV. Recog thet the system has 
proved shell to be of imesmmable volve to borrowers and 
to principals, each member pledges himsell to 10 conduct 
his business activities @s to further ond promote the first 
Inted purpose for which the Assocation was estoblihed 





‘These principles of business conduct have been adopted by 


ence. 


Regulatory law is obeyed be- 


science with a legal rationalization. 


cause it is a legal discipline, not be- 
cause of inherent principle of virtue. 
However, no law which is discrimina- 
tory, selective in privilege, or unjust 
in design commands respect or even 
obedience. 

The bankruptcy law is a humane 
instrument by which the penalties of 
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Others—and these are in the minority 

refuse to hide behind the law. They 
pay off their obligations even if it 
takes a lifetime. Here is a clear ex- 
ample of absolute versus relative 
ethics. 

Special tests of ethical fiber in busi- 
ness have multiplied in this period 
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Besides 
the compatible marriage of interests 
in which the rights of customer, labor, 
and stockholder are considered, there 


of mergers and acquisitions. 


shotgun marriages in 
is eliminated, a 


are also many 
which a 


town injured economically, a product 


competitor 


shelved, a treasury raided of its cash, 
and a loyal staff scattered after years 
If any group of individuals 
hand, a dull 
science, and a harpy eye, it is the mer- 


of service 


has a calloused con- 


ger specialist, who uses a weak, often 


family -managed company as merger 


bait for tax saving purposes. Although 
investing capitalists are not likely to 
refuse to sacrifice 


altruists, many 


companies which can be saved by bet- 


be 


ter Anti-trust legislation 


cannot restrain all the shrewd offend- 


management 


ers against the moral law 


Some ethical decisions are closely 


related to basic economic decisions. 


['wo automobile companies produced 
One 


later replaced the faulty parts at a tre- 


cars with defective mechanisms. 


mendous cost that soaked up profits 
full 
most guaranteed profits the next year 


for a year, but the decision al- 


a recognition of a moral re- 


Che 


an engineering error, 


through 


sponsibility other refused to 
make good on 
was sued by customers and dealers 
alike, and suffered a prolonged busi- 
ness setback. 

An appliance company voluntarily 
wrote to several thousand customers 
and offered to replace a faulty installa- 
tion without charge This dec ision Cost 
several millions of dollars, but it was 
worth considerably more in good will 

Ethics and guarantees are frequently 
at odds, especially when a company 
retreats from claims and complaints 
behind a thick hedge of small 
On the other 


dealers and customers who seek a spe- 


type 


hand, there are always 


cial advantage by returning distress 


merchandise or goods damaged in use 
than Che claims 
made for insurance place a heavy bur- 


rather in transit. 


den on the conscience of many con- 
signees 
The moral issuc ol featherbedding 


and sweetheart contracts in labor- 
management relations deserves a chap- 
ter to itself, because the moral offense 
against labor bargaining is a continu- 
in which men play 


Busi- 


ness men who condone the bribe to 


ous conspiracy 


traitors to their fellowworkers 
labor leaders are at a low stage of de- 
pravity in industrial relations, lower in 
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fact than 
favors. 

Life is competitive, 
is competition, there are bound to be 
inequities. Except under the law 
which guarantees their rights as indi- 
viduals, people are equal in no respect. 
One of the ethical difficulties in an 
industrial democracy is conflict be- 
tween the urge of superior talent to rise 
to a higher level and the heavy weight 
of numbers, which tend to pull down 
that level to mediocrity. In the eyes 
of any morally sensitive leader, there 
to be made be- 
tween the recognition of talent and 
the fair treatment of the low median 
of humanity—which is entitled to con- 
sideration but not priority. 

There is also the perpetual conflict 
between seniority and ability. Designed 
as a recognition of loyalty, the senior- 
ity rule is often a detriment to prog- 
in management. Many utilities, 
banks, and old-line companies lose 
able men who refuse to be mere time 
Any decisions affecting sen- 


the men who take their 


and where there 


is a fine distinction 


ress 


servers. 
iority certain to have significant 
ethical echoes, with the moral margin 
favoring the right of a young man to 


are 


move ahead. 

Among the marginal areas of ethics 
is the relationship of vendor and sup- 
plier and the degree of decency by 
which favors can be obtained, orders 
secured, or broad public relations ad- 
vantages obtained. The Internal Rev- 
enue Service recognizes entertainment 


of actual and prospective customers 
as a legitimate expense, up to an in- 
definite point. But where is the point 
at which the cost of the social soften- 
ing of a customer by entertainment 
becomes an ethical offense? Can any- 
one put a percentage limitation on 
commercial bribery? Some companies 
would fire a purchasing agent or an 
engineer in charge of specifications 
for pursuing a policy encouraged or 
winked at by their own sales depart- 
ment. 

If the income tax man recognizes 
the pragmatism of commercial brib- 
ery—whether it be the accepted cus- 
tom of a dinner, theatre, and night 
club or the moral turpitude of a direct 
cash handout—there is good reason 
to consider the whole range of com- 
mercial handouts unethical. But 
there is equally good reason to know 
that it will continue so long as peo- 
ple are more emotional than rational 
in their judgments. Recognizing that 
the principle of honor and loyalty 
condones no violations, a line must be 
drawn between good taste and good 
grace in the giving and receiving. If it 
is “more blessed to give than to re- 
ceive,” then the moral responsibility 
begins with the donor. 

The income tax law was conceived 
primarily as a revenue-producing in- 
strument of the Government, with lit- 
tle regard for ethical consequences. It 
has taught business men many bad 

(Continued on page 44) 
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Design For 
DELINQUENCY CONTROL 


ELINQUENCY is a problem— 

and chronic delinquency can 
easily become a habit hard to over- 
come. 

The “once a year” delinquent is of 
no particular burden to the mortgage 
servicer, but the habitual late payer 
is a thorn in his side. The effort de- 
voted to catching the delinquent is a 
time-consuming and expensive task 
for any mortgage company. 

A company’s high delinquency ratio 
is a liability. It is sometimes accepted 
as fact, and not often discussed; and 
improvement is usually of the we’ve- 
got-to-do-something - about-correcting- 
that nature. The actual cost to the 
servicer in dollars and cents is im- 
possible to determine. The cost is not 
only in increased expenses; it also 
affects a company’s ability to attract 
new blood in the investment areas. 

Lenders look with a jaundiced eye 
on servicers who permit habitual de- 
linquency or those who recognize the 
problem but cannot cope with it. Ef- 
fort should be made before it is recog- 
nized as a problem by our investors 
to minimize our delinquencies. We 
will not only be helping ourselves, but 
will be improving the industry in gen- 
eral. 

Every company has delinquents— 
for one to deny this would be to im- 
ply Utopia. One thing is certain: some 
firms consistently obtain remarkably 
low delinquency ratios while others 
flounder monthly at ridiculously high 
rates. This does not necessarily mean 
that those at the lesser level possess 
greater insight but it does indicate that 
they have more effective systems and 
procedures and are constantly plan- 
ning to insure equally effective meth- 
ods as business increases. 

During the past several years many 
articles have been written and 
speeches given on this subject. From 
both of these sources, and from actual 
tried and proven installations, the 
following information has been taken. 
It is not to be considered as a cure-all 
but it does seem to be effective. 


If anyone wants to make a case for the proposition that 


mortgage foreclosures and loan delinquencies are rising sharply, 
he can do it because they have been. Third quarter mortgage 
delinquencies, as shown for FHA and VA loans in MBA’s 
study, were the highest since the data have been tabulated. 


Despite all this—and it all seems to be the result of the 


late recession—both foreclosures and delinquencies are still 


relatively low based upon past historical experience and, 


even more important, when the more widespread home 


ownership is considered. In any event, it’s still a prime 


essential in every mortgage loan operation to keep delinquencies 


as low as possible; the experience of one firm is recounted 
here. This is the first in a series of articles under the auspices 


of the Mortgage Servicing Committee pertaining to the same 
general subject and will be followed by one on foreclosures. 
Mr. Horn is chairman of this year’s Mortgage Servicing Committee. 


By L. K. HORN 


Vice President, Lon W orth Crow Company, Miami 


Eliminate delinquencies at their in- 
ception. Much can be done to insure 
fewer delinquencies at the very be- 
ginning of each mortgage: the closing. 
Prior to signing the note and mort- 
gage, the mortgagor should be im- 
pressed, in the strongest terms, with 
the importance of prompt monthly 
payments, emphasizing that they are 
due on the first of each month with 
no mention being made of the fif- 
teenth. This point cannot be stressed 
too much. Companies having their 
own closing departments admittedly 
have an advantage as they know this 
important step is being taken. Those 
firms employing outside agencies to 
handle their closings should demand 
this action be taken for them. 

Payment envelopes are given to 
mortgagors at closing. These return 
addressed envelopes serve an impor- 
tant function in a servicing program. 
Normally, for 95 per cent of the mort- 
gagors who use these envelopes, the 
mere fact that they have one readily 
available in which to mail remittance 
is a psychological inducement. We 


all probably pay bills more promptly if 
our creditors furnish envelopes, Com- 
panies which have not introduced this 
program because they felt the cost pro- 
hibitive should reconsider this possi- 
bility even if only on a trial basis. 

A day or two after the closing, a 
letter is sent to the borrower by the 
closing department in which the 
amount and date of the first payment 
is mentioned, along with a note of 
thanks. This is then followed by a 
“Welcome Letter” from the Servicing 
Department which again sets forth the 
due date and amount of the mort- 
gage payment. 

After the loan is closed and the bor- 
rower has been notified several times 
that his payment is due on the first 
of the month, it then becomes a prob- 
lem to see that he does what he has 
promised to do. For the first few 
months, and even longer if necessary, 
it is suggested that if the payment is 
not in by the fifth of the month the 
borrower be called or sent a notice. 
In so doing, he can see that you mean 
business and will, undoubtedly, be a 
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better borrower or at least more in- 
formed. Many companies think about 
this contact on the fifth but few 


actually follow through. Overlooking 


this one contact may very well be the 


reason for a high delinquency ratio. 
On the tenth of the month late 
notices are mailed to all borrowers 


whose payments have not come in by 
the close of the preceding business 
day. These notices can be of a humor- 
ous nature* and are more specifically 
intended for the borrower who legiti- 


mately overlooked his payment rather 


than the habitual delinquent. It 
should be noted that this notice does 
not refer to the fifteenth. It merely 


states that “Your payment which was 
due on or before the first has not been 
received.” If any mention is made of 
the fifteenth or late charge, the pur- 
pose of the form is defeated. By this 


notice you are trying to get the bor- 


rower to pay it on the first—not be- 
fore the fifteenth. Monthly 
should not be stereotyped. You should 


nowuces 


be constantly looking for new and 


clever ideas. It is a thing of the past 
to have printed notices the same each 
month. Occasionally, you could go one 
month without notices at all and an- 
other month you could possibly send 
out envelopes with nothing in them. 
When the borrowers receive this type 
of envelope, quite a few of them will 
call wondering what it was supposed 
to contain, giving you an opportunity 
to put in a plug that the payment was 
due on the first. It is not possible to 


say how many delinquency notices, 
percentage-wise, should go out on the 
tenth and 


properly handled delinquency installa- 


under a well established 
tion; but, an estimate could be made 
somewhere in the neighborhood of 15 
per cent. consistent 
will 


and object to receiving these notices 


Occasionally a 


ISth-of-the-month payer write 


*A copy of this notice, as well as all 
others mentioned by the author, can be 
had upon request. Write the editor 
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monthly. When this occurs, an ex- 
planation letter is sent in an attempt 
to make the mortgagor realize the 
seriousness of his obligation and to 
persuade him to begin making his 
payments nearer the first of the month. 
Rule to follow: “In no 
later than the 26th or 

The attempt to 
mortgagor, whose current installment 


event 
27th” 
next contact the 
is not made, is on the sixteenth or as 
close to that date as possible. On o1 
about then the delinquency clerk 1s 
with a list of those pay- 
’ index card 


furnished 
ments not paid. A 3” x5 
those borrowers with no 
Cards 
those who have 
been contacted before. The cards con- 
tain name, address, phone number, 
type of loan, mortgagor's name and 
number. 


is made for 


past delinquency record. are 


already available for 


number and servicer’s loan 
Using these cards the delinquency 


clerk 


deadline date, by which time the pay- 


then contacts the borrowers: a 
ment is to be received, is agreed to. 
In no event is the date later than the 
Each 


time a contact is made with the bor- 


twenty-sixth or twenty-seventh. 
rower, it is so noted on the card. There 
will be cases where the monthly pay- 
ment will come in before the borrower 
is contacted. If the late charge is in- 
they are the 
If it does not include 
a late charge and the borrower has 


cluded, processed in 


normal manner. 


had a 
payment is returned with a letter re- 


past late-paying record, the 
questing a new check to include the 
late the 
ceived without a late charge but there 
the 
payment is taken and a waiver of late 
charge letter is sent in duplicate, with 
the copy to be returned signed by the 


charge. If payment is re- 


is no prior delinquency record, 


mortgagor stating that he understands 


that in the future there will be a 
penalty for late payments. 

If the payment is received on or 
before this deadline date, it is re- 
corded on the index card and placed 
back in the file. If, by the deadline 
date, the payment is still not received, 
the mortgagor is again contacted by 
phone or special delivery letter. The 
borrower is at this time advised that 
broken promises will not be tolerated 
and that he will be given one more 
chance to have the payment in by a 
time no later than the next to the last 
business day of the month. To insure 
receipt, sometimes a post-dated check 
is accepted. At this time it also should 
be stressed to the borrower that if he 
waits until the first of the following 
month, there will be two payments due 
and one will not be accepted without 
the other. 

If, at the end of the next to the 
last business day of the month, the 
payment is still not in, another phone 
call is made or a collect telegram is 
sent. If a phone call is made he is 
told that the payment is to be in by 
no later than 5:00 P.M. the following 
day or else a notice of default will be 
filed if it is a government-insured o1 
guaranteed loan; or, a resume of the 
broken promises will be given to the 
mortgagee to be used in deciding what 
course of action they should take if it 
is a loan. If the bor- 
rower cannot be contacted by phone, 
the same information is sent by a col- 
lect telegram. If the mortgagor fails 
to accept the charge, servicer should 
bear the expense. He is usually as- 
tounded by this method of contact; 
and in his moment of confusion, will 
accept. 

Should there still be outstanding 
payments on the first, each case should 


conventional 
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basis. 


be handled on an individual 
Normally, a copy of the notice of de- 
fault or notice to the mortagee would 
have been received by the delinquent 
borrower by the fourth or fifth. If 
receipt of this copy does not stir him 
into making the payment, you have 
a problem on your hands. He should 
be told that only the current and de- 
linquent payments will be accepted, 
plus the late charge. He shouid also be 
advised that if both payments are paid 
by the tenth, a notice of reinstatement 
will be sent to the government or the 
mortgagee will be advised accordingly. 
Quite frequently, it is advantageous 
to send a photostatic copy of the note 
with the “default clause” underlined. 
Often, in cases such as this, it is help- 
ful if your various conversations have 
with the husband 
with no results, to call the wife or 
vice versa. Sometimes she is not aware 
of the problem and will see that the 
payments come in immediately. Other 
times it is helpful to drive by the 
property and make a visual inspec- 
tion as if you were considering buying 
the house, making sure that the oc- 
cupants see you. It has worked to 
have someone from the office go out 


been carried on 


and inquire of the owners if this is ~ 


the house for sale, saying he had heard 
that one in that immediate neighbor- 
hood was subject to foreclosure. It is 
surprising how often little tricks such 
as these will bring in payments from 
what are considered hopeless cases. 
Regardless of the method 
there will be some foreclosures; but, 
if a proper is installed, they 
can be kept to a minimum and will 


used, 
system 
normally be caused by circumstances 


beyond the the 
such as abandonment, etc. 


control of servicer, 

Chese steps described will normally 
work on a first time offender or maybe 
the second; but certainly will not work 
on the chronic delinquent. The best 
method of handling this type of case 
the come to 
your office for a personal interview 
and to bring with him a complete 
record of income, expenses and out- 
standing obligations. This will, in it- 
self, embarrass him into making his 
payments. If he does come to your 
office, he should be told at the outset 
that he is there to determine one of 
two things: not 
make the monthly payments when 
due? 
amination that he can, one course of 


is to ask mortgagor to 


Can he or can he 


If it is determined from an ex- 





action should be pursued; if he can- 
not, another. If he can make the pay- 
ments and is merely being negligent 
or obstinate, you should do everything 
to see that he conforms with the terms 
of the note and he should be advised, 
in no uncertain terms, that if he does 
not follow the exact letter of it, fore- 
closure will be recommended. If you 
are stern and he knows that you mean 
what you say, you may have cured the 
delinquency. A suggestion that he re- 
finance with another company may 
jolt him into realization. So many of 
these obstinate think that 
you cannot operate without their busi- 


borrowers 


ness; so, if you are able to stop thei 
pipe dream, it may cure the delin- 
quency. 

If it is that the 
rower cannot make the payments, it 


determined bor- 
will do no good to harass or threaten 
any further. Quite frequently it is 
possible, by proper guidance and 
budgeting and a little leniency on the 
part of the mortgagee, for the bor- 
rower to work out his own problems. 
Sometimes, however, the only answet 
is to recommend that the property be 
sold. If the borrower cooperates and 
is willing to list the property with a 
reputable real estate organization at 
a reasonable figure, it seems that due 
consideration should be given. Ordi- 
narily if you are cooperative, people 
will do what you say and, generally, 
the problem can be solved without 
litigation. 

It is not sound judgment to accept 
partial payments indiscriminately: 
however, in rare instances, this plan 
of payment is beneficial. It is especially 
true where you are attempting to 
straighten the budgeting for a 
borrower who has been managing his 
income poorly in the past; or where 
there has been sickness and he is un- 
able to catch up enough to reinstate 
the account all at once. 


out 


If a chronic. or even an occasional 
delinquent who has rectified his posi- 
tion, is patted on the back by a per- 
sonal phone call or letter, it stands to 
reason that he will strive harder in 
the future to maintain his credit posi- 
tion. An occasional letter to a 
rower who has never been delinquent, 
patting him on the back, would tend 
to forestall any delinquencies that may 
eventually occur. It that it 
would be feasible and practical to pro- 
vide good borrowers with some sort of 
a credit card setting forth their good 


bor- 


seems 


credit rating with your company, It 
might also be an excellent idea to call 
this credit card to the attention of 
your delinquent borrowers who may 
strive to obtain one. 

The time and effort spent in pre- 
venting and curing delinquents is well 
worth while. Your will be 
more profitable, your borrowers will 
be happier with you in the long run, 
you will have satisfied your present 
investors and possibly attracted others 


and will have added prestige to the 


business 


national organization. What more 
could be expected? 

>» WE KNOW: Although home- 
building enjoys better federal legisla- 


tion than any other big industry, it 
still suffers from the worst state laws 
and the 
one conclusion of House & Home’s re- 
cent Round Table seeking to agree on 
a comprehensive program of model 


worst local regulations, was 


state legislation. Other conclusions: 

Most states still inflate the cost of 
mortgages by making foreclosures slow 
and expensive Most forbid low 
down-payment mortgages unless un- 
derwritten by the Federal government 
agencies... 

Most discourage real estate invest- 
ment trusts by treating them as part- 
nerships . . . Most still let local com- 
munities use excessive zoning and site 
improvement requirements to keep 
builders providing homes for 
moderate families Too 
many discourage open-end mortgages 
by not codifying their priority. 


from 
income 


Too many block the flow of mort- 
gage money by unreasonable require- 
ments for doing business there . .. All 
inflate the cost of land for homes by 
undertaxing it while overtaxing houses 
and other improvements . . . 

To ease the problem of iand price 
inflation something should be done to 
raise land taxes We need better 
enabling acts to end the waste of over- 
zoning and excessive site improve- 
ment To let conventional loans 
play a bigger part, we need more real- 
istic ceilings for mortgages. 

We need a quick, inexpensive al- 
ternative to our slow and costly mort- 
gage foreclosure procedure We 
need exemption from state income 
taxes to make real estate investment 
trusts work . . . To ease the interstate 
flow of mortgage money, we need new 
laws on what doing business means. 
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SERVICING 


Single Audit, Theory and 


a? eS Rr? F 


URING recent years there has 
D been a good deal of discussion 
of the possible merits of single and 
simultaneous independent 
certified public accountants of the rec- 
ords of mortgage bankers relating to 
mortgage accounts that they are serv- 


audits by 


icing. These discussions, and articles 
in THe Morrcace BANKER indicated 
there might be cost savings in such 
a program if it could be planned and 
carried out in a manner satisfactory 
to all. There still is some question 
whether single audits can ever become 
a complete substitute for audits con- 
ducted by the principals’ own audit 
staffs or by their own certified public 
accountants—or whether they can only 
be supplementary to them. 

Single audit, as used here, means 
a simultaneous review, usually by the 
mortgage banker’s own firm of certi- 
fied public accountants at the same 
time, and as a part of, the annual 
examination of the mortgage banker’s 
financial statements, of the mortgages 
and related records of all investing 
principals. 

There are, obviously, certain advan- 
tages to audits. From the 
standpoint of the mortgage banker, 
single audits, if acceptable to its prin- 
cipals, would greatly reduce the num- 


single 


ber of visits by outside auditors and 
result in less disruption of regular of- 
fice routine and work flow. In addi- 
tion, the extension of the audit work 
done by its own auditors gives the 
mortgage banker increased assurance 
of the efficiency and reliability of its 
servicing procedures. From the stand- 
point of the principals there is usually 
some cost reduction. In certain re- 
spects there should be increased reli- 
the because the ac- 


ance on results 


Actual Operation 


No one questions the advantages of single audit if every 
investor would accept it but how do principals regard it. One 
mortgage company set out to get the facts as to how 

single audit would work for the investors it 

represented—by actually doing it. Here’s a report 


counts of all investors are examined 
simultaneously, thus reducing the pos- 
sibility of error or manipulation in 
the accounts of one investor being 
concealed in the accounts of another. 

Equally obvious, there are certain 
disadvantages. Probably the most ap- 
parent is that different principals want 
or require different information in 
their reports. The single audit ap- 
proach, to be economically feasible, 
must be relatively standardized, both 
as to the audit techniques applied 
and as to the information contained 
in the resulting reports. To provide 
reports to each principal in greatly 
varying degrees of detail, or to in- 
clude in the reports information of 
a non-financial or non-accounting na- 
ture, would require additional audit 
procedures, the cost of which would 
tend to offset the savings resulting 
from the simultaneous audit approach. 

Advance Mortgage Corporation, 
Detroit, engaged its certified public 
accountants, Haskins & Sells, to con- 
duct a single audit of its mortgage 
servicing accounts in connection with 
the annual examination of the Com- 
pany’s own financial statements for 
its last fiscal year, and to render re- 
ports to each principal for which it 
is servicing $1,000,000 or more of 
mortgages. While only a brief and 
somewhat general description can be 
given here, it is the purpose of this 
article to discuss the techniques used 
and the problems encountered. 


The company has a mortgage serv- 
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icing portfolio with principal balances 
aggregating more than $345,000,000 
comprising 31,000 mortgages serviced 
for 340 investors. About 40 investors 
have mortgages with $1,000,000 or 
more of principal balances. Advance 
uses modern electronic or punched- 
card equipment extensively in its serv- 
icing operation. 

Modern auditing procedures, as 
everyone is aware, use the techniques 
of testing and sampling. In planning 
for the single audit the auditors con- 
cluded that it probably would not be 
feasible and certainly would not be 
economical to examine the accounts 
of each principal in every respect as 
if each were a separate entity or 
group. Consequently, certain phases 
of the audit were handled on an over- 
all basis. 

There were, of course, certain pro- 
cedures that could be applied only 
on an individual basis. It was neces- 
sary, for example, to establish the ac- 
countability for mortgage balances, 
collections, escrow deposit funds, and 
unremitted cash for each principal 
separately, and this was done. 

On the other hand, investigation 
and review of the servicer’s bookkeep- 
ing methods and system of internal 
control could only be done on the 
basis of the servicer’s total operation. 
The examination, therefore, included 
a careful study of the accounting sys- 
tem and an evaluation of the system 
of internal control, as these related 
to the record keeping and handling 


By CHAUNCEY A. NORTON 
Resident Partner, Haskins & Sells, Detroit 








of funds in connection with the Com- 
pany’s mortgage servicing function. 
Included in this study was a review 
of the procedures established to as- 
sure, for example, that all properties 
were adequately insured, that prop- 
erty taxes were paid, that escrow de- 
posits were adequate to provide for 
the required disbursements but were 
not excessive, and that delinquencies 
were promptly and vigorously fol- 
lowed up. This procedural study 
helped to establish the degree of con- 
fidence that the auditors could have 
in the effectiveness of the company’s 
own controls. The procedural review, 
of course, was supplemented by in- 
spection on a test basis of records 
and other evidence supporting indi- 
vidual transactions. Modern statistical 
sampling techniques were applied in 
determining the extent of these tests 
and in selecting the items to be tested. 
Statistical sampling methods also were 
used in deciding on the number of 
accounts, and in choosing the ac- 
counts, to be confirmed directly with 
mortgagors. 

The mathematical levels of confi- 
dence and precision used in these ap- 
plications were such that, in the opin- 


ion of the auditors, errors that were 


significant in number or amount 
would be brought to their attention. 
Statistical sampling, of course, can 
be only a guide and any indication 
of numerous or recurring errors dis- 
closed by the tests would call for a 
reconsideration of the testing pro- 
gram. It is emphasized that the ex- 
tent of the tests and the selection of 
the items to be tested were determined 
by the auditors, uninfluenced by any 
instructions or limitations imposed by 
the servicer or its principals. This, 
of course, should be true whether the 
selections are made by statistical sam- 
pling methods or solely on the basis 
of the auditors’ judgment. 

It is possible that statistical sam- 
pling methods may be applied to 
other phases of future audits of serv- 
iced mortgages. Mathematical tech- 
niques, of course, can never be a 
substitute for judgment and experi- 
ence, but properly used they can sup- 
ply reliable information on which a 
judgment can be based and, to some 
extent, can provide a degree of con- 
firmation of that judgment. 

It is important to understand that 
the single audit of serviced mortgages, 
as herein described, was made in con- 





junction with the regular annual fi- 
nancial audit. Some of the audit pro- 
cedures followed would have been 
applied in exactly the same way in 
any event. Some represented mere ex- 
tensions of the quantities of tests and 
some might not have been applied 
at all if only the general audit were 
being performed, since the informa- 
tion they developed would have little 
or no effect on the reliability of the 
mortgage banker’s own financial state- 
ments. The time devoted to, and 
therefore the cost of, the examination 
were increased by the extension of 
the normal audit program, but un- 
doubtedly the increase was less than 
the cost of separate examinations, un- 
related to the regular annual audit, 
of each investor’s mortgages. 

At the conclusion of the audit the 
auditors rendered a report to each 
of the principals with mortgage port- 
folios totaling $1,000,000 or more. 
While there were some variations in 
the form and content of the reports, 
they were standardized as much as 
possible. Each report contained a 
schedule showing the principal bal- 





ances, escrow deposit balances, 
amounts of unremitted collections of 
both principal and interest, and cer- 
tain other information. Included in 
the report was a statement signed by 
the auditors containing a general de- 
scription of the scope of their exami- 
nation and their opinion with respect 
to the data furnished. A sample of a 
typical report is reproduced herewith 
as an exhibit. (Next page.) 

Reaction of investors to the exami- 
nation and the reports has been mixed, 
Some have indicated that they will 
accept the reports as at least a par- 
tial substitute for their own audits, 
and will reduce either the frequency 
of visits by their own auditors or the 
scope of their own examinations. Some 
have indicated only that they regard 
the reports as being of interest and 
value to them, but not as a substitute 
for their own audits. Some suggested 
certain changes in the form of presen- 
tation or the information included. 
All investors who commented indi- 
cated that they found them helpful 
and that they wished to continue to 
receive the reports. 








Protect your mortgage investments wi 
Berks Title Insurance policies. Berks Title offers full 
service to corporations and individuals who buy, lease or 


otherwise invest in real estate. 
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READING, PENNSYLVANIA 
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PERCENTAGE LEASES 


in all parts of the country. 
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Whether single audits by mortgage 
bankers’ own certified public account- 
ants will ever become widely accepted 
as more than just an additional serv- 
ice by the mortgage banker is not 
clear at In this particular 


case, Advance Mortgage Corporation 


present 


proposes to continue the audits, at 
least for the time being, and to work 
with its auditors to provide reports in 
such form and with such information 
as will be useful to its principals. 
Whether 


in part, for the principals’ own audits 


as a substitute, in whole o1 
or as supplementary to them, it is 
that the 
come to be considered as a significant 


believed single audit will 


addition to its services to investors 


in mortgages 


EXHIBITS 


The Manhattan Life 


Insurance Company 


Dear Sirs 


We have made an examination of the 
financial statements of Advance Mortgage 
Corporation as of April 30, 1961 and for 
the year then ended, and have rendered 
our opinion thereon dated June 9, 1961 
to the Company. In connection with that 
examination, we also have examined the 
records of Advance Mortgage Corporation 
for that date and year relating to its 
accountability to its investors with respect 
to mortgage loans it is servicing for them 
Our examination of these records was 
made in accordance with generally ac- 
cepted auditing standards, and accordingly 
included such tests of the accounting rec- 
ords and such other auditing procedures 
as we considered necessary in the circum- 
stances. Our tests and auditing procedures 
were applied on an overall basis to the 
entire portfolio of mortgages being serv- 
iced and were not necessarily applied spe- 
cifically and uniformly to items belonging 
to any particular investor. Specifically, our 
audit procedures, applied on the overall 
basis described above, included a review 
of the system of internal control; confirma- 
tion of mortgage loan and escrow deposit 
balances, on a test basis, directly with bor- 
rowers: review of the activity in the re- 
lated controlling accounts during the year 


ended April 30, 1961: tests of the ade- 
quacy of escrow deposits in relation to 
recent charges; tests of the adequacy of 


nsurance coverage in relation to mortgage 
balances; and tests of recorded cash re- 
ceipts and disbursements for the year ended 
April 30, 1961. In addition, we agreed or 
reconciled the detail records of Advance 
Mortgage Corporation relating to mort- 
gage loans, and related escrow deposits, 
being serviced for you to the amounts 
shown on the accompanying summary, and 
reconciled and obtained confirmation of 
the amounts on deposit in the related es- 
crow bank accounts 

In our opinion, based on such examina- 
tion, the accompanying summary presents 
fairly the accountability of Advance Mort- 
gage Corporation at April 30, 1961, in its 
capacity as mortgage servicing agent, to 
you 

Yours truly, 
Haskins & Sells 











THE MANHATTAN LIFE INSURANCE COMPANY 
WITH RESPECT TO MORTGAGE LOANS 
AND RELATED ITEMS AS OF APRIL 30, 1961 


ADVANCE MORTGAGE CORPORATION 


SUMMARY OF ACCOUNTABILITY TO 


F.H.A 


Aggregate principal balances 


of mortgage loans......... 


Ageregate 


escrow 


se eeeoeven $2,044,778.21 





V.A. AND 


CONVENTIONAL 


_$1,549,731.87 





account 


balances relating to the 


foregoing mortgage loans............. $ 


61,451.66 


Unremitted collections of 


principal and interest. . . 


Undrawn service charges. .......-eseeee0 


668.52 


> 
fo 
WI 


Advance Mortgage Corporation funds 
on deposit to cover overdrafts 


In mortgagors escrow accounts 


otal 


400.00 


62,556.43 


Less funds on deposit with 
The Manhattan Life Insurance 


Company 7,200.00 
Remainder—On deposit with 
National Bank of Detroit in 
the name of Advance Mortgage 
Corporation: 
Trustee for The Manhattan Life 
Insurance Company—F.H.A. 
Mortmwame ACCOURE. .....ccccccccees $ 15,356.43 





Trustee for The Manhattan Life 


Insurance Company 
Account..... 


Mortgage 


V.A,. (G.L. 


$ 


35,360.93 


766.58 


46.70 


500.00 
36,674.21 


7,200.00 


9,474.21 
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and Maximum Yield 


Jj. LUDINGTON Inc. 
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Focus on the Fund 





The Research and Educational Trust Fund of the Mortgage 


ankers Association of America—FPast Progress and Presen ans 
Bank f t | Past P. I iP t Pl 


At MBA’s Miami Beach Conven- 
tion, as seems to happen about once 
every year, that arm of the Association 
with the long name—the Research 
and Educational Trust Fund of the 
Mortgage Bankers Association of 
America—received a certain measure 
of attention, probably as much as it 
or anything else outside the main 
stream of Convention activities could 
expect. A new chairman of the board 
of trustees was elected, as well as a 
vice chairman. The trustees met, re- 
viewed the past year and made plans 
for the coming twelve months. These 


cf 


Wallace Moir 





B. B. Bass 


developments represented about the 
extent of members’ acquaintance with 
the work and activities of this im- 
portant effort. It is possible that some 
MBA members have even forgotten 
the Fund’s original purpose and ob- 
jectives and certainly not all of them 
are aware of what the Fund has 
done so far, or what are its plans for 
the future. A reminder is in order. 
The Research and Educational 
lrust Fund is, as its name indicates, 
a charitable effort and its purposes 
are “to encourage and assist, through 
grants to educational institutions, in 
the establishment of high educational 
standards and in the preparation of 
courses in educational institutions 
training students studying for careers 
in mortgage banking; to promote or 
conduct research, including but not 
limited to the preparation and pub- 
lication of material relating to mort- 
gage banking and real estate finance.” 
The Fund has confined 
strictly to the field of education and 


its work 





research and so far it has some signifi- 
cant accomplishments to its credit. 
Stanford, New York. Northwestern, 
Southern Methodist and Michigan 
State Universities and the University 
of Illinois have all been recipients of 
grants and assistance. The educational 
grants have been responsible for studies 
by graduate students, under the cuid- 





A student and his grant: University 
of Illinois graduate student Halbert 
C. Smith Jr. (right), Urbana, receives 


notification of grant from the Re- 
search and Educational Trust Fund 
of the Mortgage Bankers Association 
of America along with congratulations 
from Prof. William E. Thomas (left), 
assistant director, graduate school of 
business administration; and his ad- 
viser, Prof. Robert O. Harvey (cen- 
ter). Smith, U. of 1. candidate for the 
doctor of business administration de- 
gree, will apply the grant in a study 
of impediments to the flow of funds. 

At the Miami Beach convention, 
the Fund awarded three 
plaques in recognition of special funds 
which had been set up in the past. 
These were for the Owen M. Murray 
Memorial Fund, awarded to The 
Murray Investment Company, initial 
contribution made by Paramount Fire 
Insurance Company, San Francisco; 
W. Eugene Harrington Memorial 
Fund, awarded to Spratlin, Harring- 
ton @ Thomas, Inc., Atlanta, initial 
contribution made by Paramount Fire 
Insurance Company, San Francisco; 
and Allyn R. Cline Fund, awarded to 
Mrs. Brooks Woolford, sister. 


memorial 


ance of faculty advisers, in subjects 
such as these, some not yet published: 

A Study of the Impediments to the 
Inter-regional Flow of Mortgage Funds 

The Effect of Usury Laws on the 
Economic Growth of Selected States 
of the United States 

Land Contracts—Their Character- 
istics and Significance in the Second- 
ary Mortgage Market 

The Role of Mortgage Companies 
in Financing Real Estate 

Financial Management Problems of 
Small Builders 

A Study of Equity Finance of Small 
Businesses by Local Development 
Companies 

Study of Accounting for Leases. 

The Fund has also made two grants 
to the National Bureau of Economic 
Research. One of them aided in the 
publication of one of the most impor- 
tant mortgage studies ever made, The 
Post-War Residential Mortgage Mar- 
ket, by Dr. Saul B. Klaman, published 
by the Princeton University Press. An- 
other grant has been for an extensive 
study of Housing in the National Bal- 
ance Sheet. 

More specifically these grants have 
been: 

The Role of Mortgage Companies 
in Financing Real Estate, New York 
University Graduate School. Student, 
Hiram J. Honea, $1,000 grant; 

The Effect of Usury Laws on the 
Economic Growth of Selected States 
of the United States, Northwestern 
University School of Business. Student 
John W. Works, $1,000 grant; 

Financial Management Problems of 
Small Builders (An analysis of those 
factors contributing to the high failure 
rate in the building industry), Stan- 
ford University Graduate School of 
Business. Student, William E. Reller, 
$1,000 grant; 

A Study of Equity Finance of Small 
Businesses by Local Development 
Companies, Stanford University Grad- 
uate School of Business. Student, 
Thomas J. Powers, $1,000 grant; 

(Continued on page 45) 
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1962 MBA Program of Meetings Is a Crowded 
Calendar with New Sites and New Offerings 


MBA's 1962 


iS as extensive as any in the past and 


schedule of meetings 


features some new meeting sites, some 
new kinds of meetings and other inno- 


vations which hold the promise of 
making the coming year appealing 
with more than the usual profit- 


making prospects. 

There will be three Mortgage Con- 
1962. Over-all 
Richard C. 


Investment 


ferences in direction 


under Larson, 
president, C. A. Larson 
Co., Beverly Hills, California, as chair- 
man. They 

February 19-20, Midwestern Mort- 
gage Conference, Chase and Park 
Plaza Hotels, St. Louis, W. C. Rain- 
ford, president and treasurer, Mer- 


will be 


are: 


cantile Mortgage Company, Granite 
City. 

May 21-22, Eastern Mortgage Con- 
ference, Waldorf-Astoria Hotel, New 
York, Philip L. Greenawalt, executive 


Illinois, vice chairman 


vice president, The Brooklyn Savings 
Bank, Brooklyn, N. Y., 
and Raymond A. Mulhern, vice presi- 
Title 


co-vice chair- 


vice chairman 


dent, Underwood Mortgage & 
Co., Irvington, N. J., 
man 

July 19-21. Western Mortgage Con- 
ference, Olympic Hotel, Seattle, V. E. 
Roberts, vice president, Carroll Mort- 
Company, Seattle, vice chair- 


vaye 


man. 
The St. Louis location is new for 
MBA and the St. Louis MBA, and 


the group working with Mr. Rain- 
ford, are planning an extensive range 
of activities which should make this 
initial Conference an impressive event. 
One new thing about our traditional 
New York Conference is that the lo- 
cale is being switched to the Waldorf- 
Astoria Hotel. An excellent program 
is being planned for this meeting 
where, customarily, we have the larg- 


est attendance of investors 

The Seattle Conference is unusual 
in that, for the first time, we are hav- 
ing one in July—and particularly im- 
portant is the fact that Seattle’s World 
Fair will be open at that time. This 
Fair is going to be a real world’s fair 
in every respect and something that 
everyone will want to see. 
MBA meet- 
ings call for two Loan Administration 
Clinics: 


The servicing side of 
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March 19-20, Loan Administration 
Clinic, Chalfonte and Haddon Hall 
Hotels, Atlantic City. 

May 14-15, Loan Administration 
Clinic, Arlington Hotel, Hot Springs, 
Arkansas, William A. Payne, vice 
president, William E. Terry & Co., 
Inc., Little Rock, chairman. 

But more immediate are the two Se- 
nior Executives Conferences— January 
17-19 at New York University, New 
York and January 21-23, Southern 
Methodist University, Dallas. 

As members well know, both of 
these are limited as to attendance and 
both have drawn capacity groups in 
Announcements about 


recent years. 
both are now available. 
The brand new offering in the 


MBA 1962 schedule is a special Semi- 
nar in St. Louis for one day directly 
preceding the Mortgage Conference: 


February 17, Insurance Training 
Seminar, Chase and Park Plaza Ho- 
tels, St. Louis. 

As its name indicates, this is a meet- 
ing devoted to insurance as it is han- 
dled by the mortgage banker. 

The 1962 schedule is rounded out 
by the School of Mortgage Banking, 
the schedule for which is: 

June 17-23, Course I, Northwestern 
University, Chicago 

June 24-30, Course II, Northwestern 
University, Chicago 

July 1-6, Course III, Northwestern 
University, Chicago 

July 22-28, Course I, Stanford Uni- 
versity, Stanford, California 

July 29-August 4, Course II, Stan- 
ford University, Stanford, California 

It’s a big and busy schedule, some- 
thing for everyone, varied as to offer- 
ing and type of subject matter, Check 
your dates now and make plans to 
attend—not forgetting to include your 
staff members in those events of spe- 
cial interest to them. 


Traditional Midwestern Conference This 
Year Will Be in St. Louis for the First Time 


inaugurated re- 
gional and Clinics, the 
program has always been opened with 
a Midwestern Mortgage Conference 
in Chicago, but 
this year the meet- 
ing is being trans- 
ferred to St. Louis 
in the Chase and 
Park Plaza Hotels, 
February 19 and 
20. It will be pre- 
ceded by a 
day 
Training Seminar 
on February 17. 
The St. Midwestern Mort- 
gage Conference will be primarily a 
workshop meeting, with six of them 
scheduled and given 
under these 


MBA first 


Conferences 


Since 


one- 
Insurance 





C. D. Johnson 


Louis 


each to be 

twice, titles: 

Retaining Key Young Men in the 
Mortgage Business 

Profit Potentials in 
and Industrial Loans 


Commercial 


If You Service $20,000,000 or 
Less 
New Horizons in FHA 


Redevelopment Is an Opportunity 

for Mortgage Bankers 
Planning a Successful Future for 
Your Mortgage Company 
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Among the speakers appearing at 
the are Calvin D. 
Johnson, executive assistant to the 
vice president in charge of public re- 
lations of Remington Rand Com- 
pany, President Carton S. Stallard 
and Miles L. Colean. 

A special feature of the St. Louis 
Conference will be a Farm Loan Com- 
mittee luncheon on Monday where the 
speaker will be Charles B. Shuman, 
president of the 
American Farm 
Bureau Federa- 
tion, and 
most powerful of 
the farm organiza- 
tions. Mr. Shu- 
man, in addition 
to heading the 
Bureau, is also a 
stock and grain 
farmer in Sullivan, 
Illinois and has earned the reputation 
in the world of agriculture as the 
spokesman for the conservative wing 
on farm problems. Since farm affairs, 
as well as tariff matters, reciprocal 
trade agreements, etc. will likely oc- 
cupy the same priority next year that 
housing had in 1961, what Mr. Shu- 
man has to say extends considerably 
beyond the farm sector of MBA. 


general session 


largest 


Charles Shuman 


|. Y. Lichtenstein 
Heads Columbus MBA 


Irvin Y. Lichtenstein, Marvin C. 
Yerke and Associates, Inc., was 
elected president of the Columbus 


MBA, Randall C. Clark, Central 
Ohio First Mortgage Company, 
elected vice president and Dale Arm- 
Jay F. Zook, Inc., was elected 
secretary-treasurer. Governors named 
include Art Allen, Ohio Federal Sav- 
ings & Loan Association, Lawrence R. 
Marryott, Toledo Home Mortgages, 
Inc., and Thomas K. Hartzler, Jr., 
Hartzler Mortgage oy 


was 


strong, 


C orrespondents MBA 
Studies Legislation 


The State of Washington is one of 
those which has acted in recent years 
its mortgage and fore- 
closure laws and the last session of the 
legislature enacted a bill reducing the 
redemption period from 
eight months for non-farm mortgages 
with the provision that the mortgagee 
give up the right of deficiency judg- 
ment if the shorter redemption is used. 
The Washington Mortgage Corre- 
spondents Association, only mortgage 
group in the country of its kind, played 
new legislation 


to modernize 


twelve to 


in securing the 
studying further 
redemption 


a role 
and is now reforms, 
including 


periods. 


even shorter 

Another program the Association is 
concerned with is the State’s insistence 
on its business and occupation tax (a 
gross revenue tax) on all revenue re- 
a mortgage banking com- 
members doubt 
whether such items as title insurance 
premiums, credit reports, surveys and 
gross interest receipts should be taxed 
as gross revenue and has set about to 


ceived by 


pany. Association 


make a determination. 


Meet “Off the Cuff” 


Chicago MBA recently sponsored 
an “Off-the-Cuff Workshop” on 
urban renewal and FHA sections 213, 
220 and 221. 

A panel discussion was presented 
by Harry N. Gottlieb, vice president, 
Draper & Kramer, Inc.; Robert L. 

president, Drexel Savings & 
Assn.; James I. Rothschild, vice 
president, H. F. Philipsborn & Co.; 
Donald C. Jordan, assistant FHA di- 
John L. Waner, president, 


Lyon, 
Loan 


rector; 


Waner Corp., and Marshall 
partner, Yates & Holleb. 


Birmingham MBA 


Birmingham MBA elected Wallace 
J. Boothby, Jr. president for the com- 
ing year to succeed William Bishop. 
James Quarles was named vice 
president and Daniel B. Haralson was 
named treasurer. Walter W. Kennedy, 
Jr. was elected secretary. 


look 


When you sign your next letter, 





ANNOU NCING. 


Our New “On Office Building 


Specifically Designed for a Modern Mortgage 


OF 


1908 





Holleb, 


Banking Operation 


1818 North Akard Street, 


Currently Servicing In Excess of 19,000 
Residential and Commercial Mortgage 


Loans for 17 Institutional Investors 


MURRAY? 


INVESTMENT) COMPANY, 


1818 NORTH AKARD STREET @ DALLAS 


carefully at the letterhead. Does it 
identify your firm as mortgage banker? 
An examination of 250 letterheads 
showed only 10 per cent so identified ; 
yet in the remaining group were some 
of the country’s largest and most suc- 
cessful mortgage bankers. For many of 
them, mortgage banking 
their principal activity yet many aux- 
iliary activities had equal billing on 


was by far 


the letterhead. Without Mortgage 
Banking, these mortgage bankers 
would certainly not be among “the 


country’s largest and most successful.” 












Dallas 
Completion, December, !96! 
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PAYMENT SERVICE 


from page 12 


LEVEL 


ate income for the taxpayer before the 
Court. If the investor had a liability 
account on its books to which it cred- 
ited the amounts in question, but did 
not deduct those credits in computing 
its income, this would be a clear indi- 
did not con- 


cation that the investor 


sider the liability as having accrued. 
Even if it treated these credits as ac- 
cruable deductions in reporting its in- 
come, this would not prejudice the 
contractor's right to challenge accru- 
ability 

The only relevancy of the book en- 
tries of both parties would be as an 
indication of their construction of the 
respective rights and liabilities under 
Normally, will 


not consider this type of evidence of 


the contract courts 
contractual intent unless the contract 
itself is ambiguous, Since the contrac- 
that case did not treat the 


amounts entered in its books as repre- 


tor in 


senting income, if the contract in- 
volved were ambiguous, this would be 
some evidence that the right had not 
the investor’s income 


therewith, 


accrued, and if 


reporting were consistent 





the evidence would be even stronger. 

2. Rights on Cancellation: The 
Court’s conclusion that, under a con- 
tract such as we are considering, the 
could not the con- 
tractor in any case from ever getting 
the difference between the level pay- 
ments and the basic rate payments, ig- 
nores entirely the clear provision of 
the contract that, in the event of ter- 
mination for cause (and eight differ- 
ent reasons for such a termination are 
“the rights and duties of con- 


investor prevent 


stated 
tractor and its rights to compensation 
hereunder shall, at the option of 
Bowery, immediately terminate.” (Em- 
phasis sup plte d 

3. Reasons for Level Payments: 
The Court’s statement that this meth- 
od was adopted to avoid “numerous 
mathematical computations” is puz- 
zling. We do not know what evidence 
was introduced on this point. How- 
ever, it is to be noted that, under the 
declining balance method, the compu- 
a case like the one under 
would involve multiplying 


tation (in 
discussion 
the then remaining principal balance 
of each y .005; whereas 
under the level payment method, the 


mortgage by 


Serving the California /nterests of the Nation's Leadin 


we. 


3223 WEST SIXTH STREET, LOS ANGELES 5, CALIFORNIA 


42 THE MORTGAGE BANKER + December 1961 


original balance would be multiplied 
by .0025. The difference in arithmati- 
cal calculations appears insignificant. 

4. The Commitment Letter: As we 
have seen, the servicing contract pre- 
ceded the commitment letter, and the 
commitment letter itself states that it 
is “subject to the terms and conditions 
expressed in” the servicing contract. 
Obviously, then, the use of the short- 
hand description, in the commitment 
letter, of the compensation rate as “! 
of | per cent” must be read in the 
light of the precise terms of the servic- 
ing agreement. Certainly, “2 of | 
per cent,” standing alone, is meaning- 
less, unless so read. 


42 


5. Aggregate Compensation: The 
Court remarked that, if the two meth- 
ods (one of which pays more per 
month in the early life of the mort- 
gage and less in the later period than 
the other result in the same 
aggregate compensation over the life 
of the loan, this fact “fortifies the 
conclusion already reached by the 
Court that the former method 
applicable. Presumably the Court 
means that, if the contract were am- 
biguous, it would resort to such a con- 


will 


was 


Investors 






ideration in reaching a conclusion. 
However, the opinion does not explain 
why this identity of aggregate pay- 
ments leads toward one construction 
of the contract as against the other. 

Let us next come to grips with the 
fundamental issue of accrual. 

The Tax Court’s opinion, as already 
noted, says that the Contractor, under 
the terms of the servicing agreement 
and the commitment letters, had “the 
absolute right to receive compensation 
on every mortgage serviced at the ba- 
sic rate of compensation upon the 
completion of the required servicing 
of that mortgage, and no reason ap- 
pears why a taxpayer using an accrual 
method should not accrue that amount 
than the monthly 
computed on the level payment rate 
and actually paid monthly.” (Empha- 
sis supplied). The Court does not de- 
fine the accrual method of accounting, 
nor does it cite any of the many tax 
rulings and Court decisions which do 
define that method. Without prolong- 
ing this paper with a discussion of the 


rather amount 


great volume of rulings and decisions 
which have dealt with the point, it 
should be sufficient to point to the 


wording of an opinion of the Solicitor 


of Internal Revenue in 1922 (L. O. 
1086, I-1 C.B. 87, 89) : 


“It is clear, then, that in order to 
be accruable in the taxable year for 
which a return is made, a valid right 
to income must have arisen or existed 
in that year, which is enforceable on 
the date the If, how- 
ever, the right to an amount is con- 
tingent upon the happening of some 
future event, there is no certainty that 
it will be paid or will accrue. In this 


income is due. 


event no income accrues from a fixed 
and determinable source, and no right 
to anything arises or exists in the tax- 
able year which can be accounted for 
as income under any system of ac- 
counting.” (Emphasis supplied) 

This statement has been approved 
repeatedly by the Internal Revenue 
Service, and has been cited as a cor- 
rect statement of the law by the Tax 
Court’ and by the United States 
Courts of Appeal for the Second and 


I.T. 3064, 1937-1 C.B. 95; LT. 3205, 
1938-2 C.B. 150; LT. 3851, 1947-1 C.B. 
33; Rev. Rul. 169, 1953-2 C.B. 140. 

‘E.g., American Enka Corp. v. 
30 T.C. 684, 694 (1958). 


Com’r. 


Fifth Circuits.’ No other Court has 
questioned its correctness. 

Let us see how this well-established 
principle applies to the case we are 
considering. 

Paragraph 3(a) of the servicing 
contract specifically provides that the 
“monthly compensation of the Con- 
tractor with respect to each mortgage” 
shall be the “level payment rate set 
opposite the applicable basic rate” in 
the table; and that the “applicable ba- 
sic rate” shall be the rate specified in 
the commitment letter. Hence, when 
a commitment letter specified a rate 
of “Y2 of 1 per cent,” in order to as- 
certain the monthly compensation to 
which the Contractor would be en- 
titled for servicing the mortgages cov- 
ered by such letter, the contractor 
could look at only one item, namely, 
the level payment rate of 25¢ per 
$1,000 of effective principal amount. 
Clearly, then, the only amounts to 
which a “valid right” arose during the 
taxable year and which right was en- 
forceable during that year, would be 
25¢ per $1,000 per month, or $30.00. 
The Tax Court’s view, as applied to 
such a case, would require the con- 
tractor to treat as income not only this 
amount, but the amount to which it 
would have been entitled if the con- 
tract rate, instead of being 25¢ per 

"Helvering v. Russian Finance & Con- 
struction Corp., 77 F. 2d 324 (1935) ; Ed- 
wards v. Commissioner, 242 F. 2d 142 

1957). 


$1,000, had been 2 of 1 per cent of 
the monthly principal balances; i.e., 
the rate the Contractor would have a 
right to receive if it had had an en- 
tirely different contract. In saying that 
the contractor had the “‘absolute right” 
to compensation so computed “upon 
completion of the required servicing 
of the mortgage” the Court ignored 
completely the fact that, during the 
taxable year, the Contractor did not 
have an enforceable right to that dif- 
a vital and essential element 
of accrual as set forth in the rul- 
ings and court decisions cited above. 
Whether or not the Contractor would 
ever get more than the level payments 
depended on the numerous unpredict- 
able contingencies set out in the con- 
tract, and there was no obligation to 
report anything other than the level 
payments because of the basic rule, 
above cited, that where the right to 
an amount is “contingent upon the 
happening of some future event,” no 


ference 


income accrues, 

Conclusion: While the Tax Court’s 
position appears untenable, as applied 
to a case of the kind we are discussing, 
that decision should alert investors 
and mortgage companies to the im- 
portance of having their contractual 
arrangements and their bookkeeping 
methods crystal-clear and consistent. 
A few suggestions: 

» The terminology of the level pay- 


ment servicing agreement should be 














cAttention ... 


Mortgage Originators 


Our business is selling FHA and VA Mortgages to the 


secondary market. If you seek Takeout Commitments, 


we urge you to consult us. 


Edwin F. Armstrong & Company 


51 EAST 42ND STREET 


MURRAY HILL 2-1176 


NEW YORK 17, N. Y. 























THE MORTGAGE BANKER « December 1961 43 








critically re-examined to determine 
whether clarifying changes are appro- 
priate to make clear and unmistakable 
the intention of the parties that the 

the 
is entitled, 
are to be used only for purposes of 
computing additional compensation to 
which the Contractor may be entitled 
at the and not before, the 
happening of one of the contingencies 


“basic rates” are not rates to 


which the contractor but 


time of, 


named 


> The form of commitment letter, 
particularly in its reference to the rate 
of compensation, should 
doubt that the level payment method, 
and only that method, is to apply to 


leave no 


the servicing of the mortgages covered 
thereby 


y Ihe book entries of both the in- 

the company 
such as to make it 
the contingent additional com- 


and mortgage 
should be 
that 


pensation is not an accrued liability 


vestor 


clear 


of the former nor an asset of the lat- 
ter, although an appropriate footnote 
to the balance sheet might set forth 
the fact that 
gent liability of one and such a con- 
tingent right of the other, depending 


there is such a contin- 


on future unpredictable events 


BUSINESS ETHICS 
from page 32 


business lessons and led to many mar- 
ginal decisions. Even the Government 
can incite dishonesty by the inequities 
of the law and by favoritism or laxity 
in its enforcement. 


Every day, we observe examples of 
the plus and minus in ethical behavior 


the legal, the marginal, and _ the 
definitely illegal. Each man sits in 
judgment on his fellowman, some 


judging with charity toward the weak- 
nesses of human nature, some with a 
rigid measure of justice under the 
law of custom and the law of the land. 
What, then, is ethical conduct, and 


how do we gage it? 


We can the 
Etienne Gilson, the French philoso- 


consider answer of 


pher: “Moral honesty is, at bottom, 
a scrupulous respect for the rules of 
justice; intellectual honesty is a scru- 
pulous respect for truth.” This stand- 
ard would apply to all men of indus- 
It would call for rigid 
in financial negotiations, ac- 


try and trade. 
honesty 
curate identification of materials, strict 
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adherence 
facturing, 

candor in 
warranties, 


to quality controls in manu- 
fairness in labor relations, 
product pricing, honor in 
and truth in advertising 
statements. 


Seeking a profit is never an unethi- 
cal impulse when both sides of the 
contract receive a benefit and no one 
is caught in between. “Caveat emp- 
tor” (let the buyer beware) is a flag 
of cynicism, and when that motto is 
the primary guide of the man going 
to market, some one is going to be 
cheated. Many men have 
learned about the empiric law of re- 
ward which demonstrates that good 
ethics is also good business, because 
confidence adds lustre to an ethical 
relationship. 


business 


The thief and murderer are easily 
defined under the criminal code, but 
the law is hopeless as a sieve to catch 
all the offenses against the moral law. 
Behavior is analyzed by the psychia- 
trist and measured by the moralist, 
but in the marginal areas of good con- 
duct and honest judgment, there is no 
substitute for personal conscience. 
When a man is asked to perform a 


dishonorable act for a superior 
whether individual, corporation, or 
branch of government—he is bound 


by conscience to refuse, regardless of 
the penalty to himself. Men are equal 
neither in mental nor physical powers, 
but they do have a sense of right and 
wrong in conduct. 


Industry and trade, capital and la- 
bor have moved forward in their ethi- 
cal attitudes, but there is still plenty 
of room for improvement. Moral 
progress is painfully slow, but the 
primary gain must come through self- 
discipline rather than legal compul- 
sion. Ethical conduct benefits more 
from example than from edict. As a 
negative example, a group of men in 
a war industry under liquidation were 
accused of stealing materials by the 
carload, property belonging to the 
Government. The plant manager was 
not involved in any way. When he was 
castigated for “letting the men steal 
the plant from under your eyes,” he 
made this comment to the company 
president, who had some inkling of 
the shenanigans: “If you teach men 
to steal for you, they'll steal from 


you.” And he knew whereof he spoke. 


In all truth, industry and trade are 
the creations of man’s ingenuity and 
reflect the level of his moral actions. 
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They are essentially good because the 
majority of mankind seek and prefer 
the good, resisting the drag of their 
animal and material instincts. The 
struggle for a high ethical standard 
persists despite all the negative pull 
for short-term advantage. Ethics in 
big business, small business, profes- 
sional life, even the much criticized 
area of labor relations has improved 
under self-criticism as well as legal re- 
straint. But ethics without a spiritual 
incentive has had difficulty in main- 
taining or gaining momentum. The 
moral impulse must come from some- 
thing higher than the urge for per- 
sonal reward, corporate profits, or 
any other material benefits. The most 
dangerous enemy of ethics is cynicism, 
the frustration that comes when the 
man of high moral principle admits 
defeat and says, “What’s the use?” 
Management cannot afford to permit 
a cynical attitude to weaken its devo- 
tion to ethical conduct at all levels of 
authority. 

Ethics is a silver thread in the fab- 
ric of our daily business life. It is al- 
ways visible to the perceptive eye. It 
takes on a luminous glow when we 
perceive that ethical practices are part 
of the spiritual fiber of the man in 
management. If we were half as con- 
cerned about our own ethics as we are 
about the other fellow’s, there would 
be no serious problem. Conscience 
dictates that virtue is an end itself, 
not a pragmatic means to a material 
end. The compensation comes with 
satisfaction in doing “unto others as 
you would have them do unto you.” 
Doing it without public incentive is 
good business ethics in both policy and 
principle. 


1962 INVESTMENT FUNDS 
(from page 17) 


years, wide changes in differentials 
will occur between particular interest 
rates, such as we have seen over the 
last year with its stable level of rates. 
In watching yield spreads between 
different classes of investments, a good 
rule to remember is that “the bargains 
are where the supply is.” New bar- 
gains will become available where a 
large increase in the supply of any 
type of investment is in prospect. 


As condensed from address at New York State 


Bankers Association convention. 


FOCUS ON THE FUND 


from page 39 


Land Contracts—Thetr Character- 
isttes and Significance in the Second- 


ary Home Market,’ Michigan State 
University College of Business and 
Public Service. Student, Vernon R. 


ressier, $1,000 grant; 

A Study of the Impediments to the 
Inter-regional Flow of Mortgage 
Funds,” University of Illinois College 
of Commerce and Business Adminis- 


tration. Student, Halbert C. Smith, 
$1,000 grant: 
Study of Accounting for Leases, 


Michigan State University College of 
Business and Public Service. Student, 
Thomas Nelson, $1,000 grant. 

So far the Research and Educa- 
tional Trust Fund has collected more 
$116,000 and the 
making every effort to put the funds 


than trustees are 


to work as quickly as possible. 


Newly elected chairman of the 
board of trustees of the Fund is Wal- 
lace Moir, chairman, Wallace Moir 
Company, Beverly Hills, 
elected to a new four-year term as a 
the board and as vice 
chairman was B. B. Bass, president, 
American Mortgage & Investment 
Company, Oklahoma City; to a new 
four-year term as a member of the 
board is Robert M. Morgan, presi- 
dent, The Boston Five Cents Savings 
Bank, Boston; to a two-year term is 
Carton S. Stallard, president, Jersey 
Mortgage Company, Elizabeth, New 
Jersey; to a one-year term (replacing 
Lawrence Gillam) is Reginald B. 
Miner, vice president, John Hancock 


California; 


member of 


Mutual Life Insurance Company, 
Boston. 
Continuing members of the board 


include Mrs. Ruth Bettes, chairman, 
T. J. Bettes Company, Houston; Wil- 
liam A. Clarke, president, The Clarke 
Mortgage Company, Philadelphia; 
Walter C. Nelson, president, Eber- 
hardt Company, Minneapolis; Byron 
T. Shutz, president, Herbert V. Jones 
& Company, Kansas City, Missouri; 
and Robert Tharpe, president, Tharpe 
& Brooks, Inc., Atlanta. 

Miles Colean is consulting econo- 
mist for the group and Lewis O. Ker- 
wood, MBA Director of Education 
and Research, is secretary of the 


Board. 


The Money Is Being 
Spread Around More 


The distribution of income in the 
United States underwent a significant 
change during the the 
Fifties with a markedly larger share 
of the total going to the older groups 
in the population—those in their mid- 
dle and later years. 


decade of 


Figures derived from census data 
on income by age brackets show that 
the broad group embracing those 45 
years old and over more than doubled 
its aggregate income between 1949 
and 1959 while that of the younger 
little 
than three-quarters. As a result, the 
45 and over group had a combined 
income of more than $139 billion in 
1959, the equivalent of over 45 cents 
of the entire that 
year, as compared with just over $65 
billion or less than 41 cents in 1949. 

The trend toward an enlarged share 
of aggregate income going to the older 
part of the population would be ac- 
centuated by the inclusion of the age 
group between 35 and 44, those ap- 
middle 


ages combined grew by more 


income dollar in 


proaching or entering early 
age. The income of this group more 
than doubled during the last decade, 
topping $80 billion in 1959 for a com- 
manding lead the other age 
brackets, whereas in 1949 its combined 
income was barely above that of the 


over 


25 to 34 age group. 
Individual and family 
from 


and 


needs 
responsibilities one age 
group to another, particularly with 
respect to those in the later stages of 
the life cycle, and thus naturally in- 
fluence spending and saving practices 
and decisions. Obviously, therefore, 
changes in income trends involving 
relative shifts in purchasing power 
throughout the population have a de- 
cided economic as well as social im- 
pact. 

The income figures in the compila- 
tions are for money income only, 
before taxes, and include earnings, re- 
turns from accumulated savings, bene- 
fits under private and public pension 
and retirement programs, and various 
other sources of cash income as un- 
employment benefits, public assistance, 
alimony, etc. Excluded are income in 
kind, particularly important on the 
average farm, and the net rental value 
of owner-occupied homes. The latter 
is of decided significance in apprais- 


vary 





the relative financial status of 


ing 
various age groups, the more so since 
widespread home ownership is a char- 
acteristic of the nation’s older popula- 
tion. 


Three major factors are discernible 
in the shifts in income distribution 
during the Fifties. One is the changing 
age structure of the population, with 
the number of younger adults with 
income declining in the last decade 
while other age brackets showed large 
increases, This is slated to show a re- 
versal in the years ahead as those born 
in the “baby boom’’ start 
reaching maturity. 


pe ystwar 


A second factor is the great growth 
in personal savings and in the cover- 
age and benefits under public and 
private pension and retirement pro- 
grams. Figures compiled by the Fed- 
eral Home Loan Bank Board show, 
for example, that accumulated long- 
term savings of individuals in life in- 
surance, savings accounts and U. S. 
Savings Bonds increased by $125 bil- 
lion in the 1949-59 period and now 
adds up to around $325 billion. Fur- 
thermore, the number of pensioners 
under private plans has grown by 
more than a million, and there has 
been an increase of more than fivefold 
in the number of those drawing retire- 
ment benefits under Social Security 
and related programs. 


The third factor was the big in- 
crease in the number of women with a 
money income, particularly in the 


older ages. In all, there were 11 million 
more women with an income of their 
own in 1959 than a decade earlier, 
or practically half again as many as 
at the end of the Forties. By con- 
trast, the number of men with income 
increased by only 6 million in the 
period, or by about one-eighth. 


The continued growth in the num- 
ber of working wives was an important 
element here. Even more dramatic 
was the increase among older women. 
With their number of income recip- 
ients up sharply, the aggregate income 
of women 45 years old and over in- 
creased from $11% billion to more 
than $30 billion between 1949 and 
1959, and in the latter year rep- 
resented close to half of all the money 
income of women as against less than 
two-fifths at the end of the Forties. 


Proportionately, the biggest increase 
occurred among women 65 and over. 
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People : 


l'p the Ladder: Ralph Burnham 
has been named assistant vice presi- 
dent of Knight, Orr & Company, 
Inc., Jacksonville, Florida, John A. 
Gilliland, 


announced 


executive vice president, 


Burnham was formerly 


with Commander Mortgage Co. and 
James 


before that with Prudential 





Ralph Burnham J. L. Owens 

L. Owens has joined Mager Mortgage 
Company in Oklahoma City as a 
commercial loan officer. Formerly, he 
was a supervising appraiser with Pru- 
James I. Rothschild and 
Thomas D. Philipsborn were elected 
directors of H. F. Philipsborn & Co., 
The Volunteet State Life 


Insurance Company of Chattanooga 


dential. 


Chicago 


announced some advancements 
Stanyarne Burrows, Jr., vice president 





S. Burrows, Jr. W.B. Wallace 


John Gass 


in charge of mortgage loans moved 
into the newly-created position of 
vice president—administration and 
personnel; Whitlow B. Wallace was 
named vice president in insurance op- 
erations, as well as secretary; and 
John Gass was named assistant vice 


president in charge of mortgage loans. 


: Events 
z Places : 


Franklin Capital Corporation of 
Newark and Abbott Mortgage Com- 
pany of Pittsburgh joined forces to 
form a new mortgage company to 
service the greater Pittsburgh area, 
Arthur G. Pulis, Jr., president of 
Franklin, and J. D. Abbott, president 
of Abbott, announced. It’s the Abbott- 
Franklin Corporation with Abbott as 
chairman and Pulis as president. Ab- 
bott, of course, has long been estab- 
lished in Pittsburgh and the new com- 
pany will complement its activities. 


William W. Barr and Walter P. 
Rogers, Jr. were elected assistant vice 
presidents of The Western Saving 
Fund Society of Philadelphia 
Massachusetts Mutual Life Insurance 
Co. announced the appointment of 
Arlington Helbing, Jr. as regional su- 
pervisor of its southwestern mortgage 
loan office in Dallas, Texas. 


Baird & Warner, Inc., of Chicago, 
were presented recently with a plaque 
by Phoenix Mutual Life Insurance 
Company of Hartford in recognition 
of the firm’s 100th anniversary as a 
correspondent for the company. This 





may well be a record—do we hear 
anything to the contrary? Above, left 
to right: Laurence H. Cleland, vice 
president, Baird & Warner, Inc., ac- 
cepting for John Baird, executive vice 
president, from A. Archer Clark, Jr., 
of Phoenix Mutual. 
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Brown L. Whatley, chairman, 
Whatley, Davin & Company, Jack- 
sonville, Fla. and Comer J. Kimball, 
chairman, Arvida Corporation, an- 
nounced stockholder and board action 
by which Stockton, Whatley, one of 
the nation’s largest mortgage, real es- 
tate and insurance firms, will assume 
the management and development of 
all Arvida land holdings in Florida. 
Mr. Whatley was elected president of 
Arvida but both he and Mr. Kimball 
will continue to serve as chairman of 
their respective companies. 

The management contract § an- 
nounced will join the experience of 
Stockton, Whatley with the large land 
holdings of Arvida in Dade, Broward, 
Palm Beach and Sarasota counties. In 
addition, the two companies an- 
nounced there would be an exchange 
of stock options and that each com- 
pany would be represented on the 
other’s board. 


John Ely Weatherford, vice presi- 
dent of American Title Insurance 
Company, Miami, has been elected 
and installed president of Florida 
Land Title Association. With previous 
experience in the title field in Missouri, 
he joined American Title in 1956, and 
has been a vice president since that 
time in addition to holding offices in 
several of the company’s subsidiaries. 

° 


Herold F. Hencken, formerly with 
Mercantile Mortgage Company in St. 
Louis, has joined Keeney-Toelle Real 
Estate Company in charge of mort- 
gage loan operations . Edward J. 
Thomas, president of Germantown 
Saving Fund Society in Philadelphia 
and Bruce H. Greenfield, executive 
vice president, Bankers Securities Cor- 
poration, Philadelphia, were elected 
to the board of Broad Street Trust 
Company in that city. 














John W. McBrady to 
Head Chicago MBA 


John W. McBrady, executive vice 
president, Republic Realty Mortgage 
Corporation, is slated to be elected 
the Chicago MBA at 
their annual meeting in January, suc- 
ceeding Newton S. Noble, Jr. Morris 
Levinkind, Kahn-Levin- 
kind, Inc., is to be named vice presi- 


president of 


president, 


dent and Merrill Bonnevier, vice presi- 
dent, Advance Mortgage Corporation, 
is the nominee for secretary and treas- 
urer. Directors to be elected for terms 
ending January, 1964 include Richard 
L. Airey, Chicago Mortgage Invest- 
ment Company; Frank C. Bernard, 
Sonnenschein, Lautmann, Levinson 
Rieser, Carlin & Nath; Michael W. 
Collins, Standard State Bank; James 
D. Green, The Northern Trust Com- 
pany; Thomas F. Greuling, Home 
Federal Savings and Loan Association; 
W. Kemp, Jr., McKey & 
Poague, Inc.; George McHenry, Mc- 


George 


Elvain Mortgage Co. and Murray 
Wolbach, Jr., Draper and Kramer, 
Inc. 


Mortgage Executive wanted: Responsibility 
for mortgage loan activity including origina- 
tion, processing and selling of mortgages 
for residential, multi-family and commer- 
cial loans. Requires strong management 
ability. Complete résumé and recent snap- 
shot before personal interview. We are 
located in the New York metropolitan 


area. Write Box 765. 





Canons of Ethics 

Back on page 30 is an article about 
business ethics and standards of fair 
practice which apply to all business 
and the mortgage industry as well. 
Despite the fact that mortgage lend- 
ing is conducted in an atmosphere of 
intense competition, the industry has 
been singularly free from accusations 
of business practice not considered 
good. On page 31, in connection with 
this article, is reproduced the MBA 
Canons of Ethics and Standards of 
Practice which represent, in a sense, 
the code our industry lives by. It 
would be most helpful if this code 
hung in every member firm’s office. 
At the time these were offered, a sub- 
stantial number of members purchased 
copies and others can still do so, either 
with an attractive frame or unframed. 
Costs are: 


Unframed ....... ..$4.50 each 
PS aks nts’ 9.50 each 
In both instances, the member 


firm’s name is hand lettered at the 
bottom; so when ordering be sure to 
specify exact wording desired. Ad- 
dress orders to the Mortgage Bankers 
Association of America, 111 West 
Washington Street, Chicago 2, III. 
MORTGAGE SERVICING 
EXECUTIVE 

Strong mortgage banking background sup- 
ports 15 years of top level mortgage serv- 
icing experience. Graduate of School of 
Mortgage Banking plus degree in Business 
Administration. Seeking change for more 
challenging opportunity. Write Box 764. 

















_ MORTGAGE SERVICING EXECUTIVE 


NORTHERN CALIFORNIA | 


We are one of the nation's largest first mortgage lenders 
and a prominent member of the savings and loan industry. 
Our resources grew 38°, last year—first among the largest 
twenty in the industry. An outstanding opportunity exists 
in the administration of a major mortgage loan servicing 
program. We have a modern data processing installation. 
Salary open—exceptional benefit and incentive participa- 
tion program. Replies treated as fully confidential. Write: 


Grant Bakewell, Vice President 
P. ©. Box 850 
San Jose, California 




















PERSONNEL 


AND BUSINESS NEEDS 


In answering advertisements in this column, 
address letters to box number shown in care of 
The Mortgage Banker, 111 West Washington 
Street, Chicago 2, Illinois 











MORTGAGE BANKING 
Excellent opportunity for young man to 
work in residential loan field in one of the 
largest, fastest growing mortgage banking 
firms covering Washington, D. C., Mary- 
land and Northern Virginia. Applications 
will not be considered unless complete 
résumé is furnished giving family and 
educational background, previous expe- 
rience, salary desired and recent photo- 
graph. Military obligations must have been 
fulfilled. Reply Box 759. 


Experienced man to develop and manage 


commercial loan department. Multi office 
firm in north central states. Please give 
experience, salary requirement, etc. Write 


Box 761. 


Great Lakes area mortgage company has 
opening for MANAGER, Servicing Divi- 
sion. Experience in FHA, VA, FNMA, and 
Conventiona! servicing procedure essential 
Punch card systems helpful but not an 
absolute necessity. Excellent opportunity 
for man with the right qualifications. Re- 
plies should include complete résumé and 
will be confidential. Write Box 762. 


Mortgage Executive, 41, desires position 
with expanding mortgage banking firm. 12 
years as vice president, branch manager. 
Can handle any phase of operations, FHA, 
VA, Conventional. Investor contacts. Li- 
censed attorney. Write Box 763. 








A JOB OPPORTUNITY 
SELDOM AVAILABLE IN 
MORTGAGE BANKING 


Top-25 mortgage banking firm, now in 
25th year, has immediate opening for 
alert individual with diversified commer- 
cial mortgage loan experience. We rep- 
resent a choice group of institutional 
investors. Preference given to members 
of Appraisal Institute (M.A./.). 
e 


Among attractions: five-figure salary, 
long-term employment potentials, moving 
expenses paid, profit-sharing participa- 
tion, opportunity to advance as fast as 
your accomplishments justify. All appli- 
cations will remain in permanent con- 
fidence with us. 


Write, Wire or Phone: 
STERLING H. ALBERT, SR. V.P. 


MORTGAGE ASSOCIATES 


125 —. WELLS MILWAUKEE 2 
BRoadway 6-6633 
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SO OFTEN YOU ARE ASKED TO RECOMMEND 
A GOOD SAFE INVESTMENT. 
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mended are many. Of primary importance is 
lone gives peace of mind to the inexperienced 


s Series H Bonds are so often r 
m market fluctuation. This fa 










r return and ready availability of capital. The yield 
nterest is mailed semiannually by the U.S. Treasury. 


Coupled with this special feature is a 
averages 3%% to maturity in ten yea 


1,000, $5,000 and $10,000 to all classes of 
ors except commercial ban 


FRIES SAVINGS BONDS safety...liberal yield... 
aranteed current income 


The U. S. Governm ent thanks, for their patriotic donation, the Advertising Council and @ 


Mortgage Banker 
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“Well, no one’s perfect,” 


says Minnesota Title’s 
Dick Garwood, vice president 
and personne! director. 
But we do everything 
possible to guarantee 
that accurate title policies 
are given you, 

the customer. 

A highly-trained staff, 
under the supervision of 
experienced title experts, 
provides accurate service 
that hits the mark 

.«» every time. 

: Archery aside — 
Minnesota Title means 
Accuracy. 











"s , Copitel, Surplus and Reserves in Excess of $6,000,000 


rae 


SERVICE IN ARKANSAS « CALIFORNIA « FLORIDA « GEORGIA « KANSAS + KENTUCKY + LOUISIANA « MICHIGAN «+ MINNESOTA + MISSISSIPPI « MISSOURI + MONTANA 
NEBRASKA « NORTH CAROLINA « NORTH DAKOTA + OHIO « SOUTH CAROLINA + SOUTH DAKOTA + TENNESSEE + UTAH + WEST VIRGINIA + WISCONSIN + WYOMING 











When the train came by steamboat. . . 


In 1861, a Missouri River steamboat arrived at the docks of young Kansas City to unload 
its unusual passenger. Here the “iron horse” would await construction of the tracks enabling 
it to return triumphantly to St. Louis under its own power—an important link in a transconti- 
nental railroad system. 


1861 also marked the founding of a firm which later became Kansas City Title Insurance 
Company. Today it offers bankers across the nation guaranteed protection against real estate 
title loss due to prior title defects—thus satisfying investors, reducing title tie-ups, and helping 
bring mortgage transactions to speedier and more profitable conclusions. 


Kansas City Title Insurance Company has branch offices and agencies to serve you in 26 
states and the District of Columbia. In addition, we can arrange to insure a title in any other 
state or U. S. Territory. 


Let us put a century of title experience to work for you. Call your nearest 
Kansas City Title agent. Directory of agencies furnished upon request. 


Vy, (LE ily fille 
“a 


VIN IOUHCE OCHO HY 


HArrison 1-5040 





